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Note by the Department of Trade and Industry 



In accordance with section 83(3) of the Fair Trading Act 1973, the Secretary 
of State has excluded from the copies of the report, as laid before Parliament, 
and as published, certain matters publication of which appears to the Secretary 
of State to be against the public -interest. The omissions are indicated by 
asterisks in the text. 

No omissions have been made from Chapter 7, Conclusions, 



iv 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Contents 



Chapter 




Page 


1 


Introduction 


1 


2 


Trafalgar House Public Limited Company 


3 


3 


The Peninsular and Oriental Steam Navigation Company . . 


6 


4 


Activities of both groups 


9 


5 


Views of main parties 


25 


6 


Views of third parties . . . . 


52 


7 


Conclusions 


60 


Appendices 




1 


Bodies and individuals who provide us with views or informa- 
tion 


73 


2 


Trafalgar House PLC: acquisitions since 1963 where the con- 
sideration was more than £1 *2 million 


76 


3 


Trafalgar House PLC: composition of fleet in 1971 and 1983 


77 


4 


Trafalgar House PLC : group organisation and management 
structure 


80 


5 


Trafalgar House PLC: summary of consolidated profit and 
loss accounts — ^five years ending 30 September 


81 


6 


Trafalgar House PLC: summary of consolidated balance 
sheets as at 30 September 


82 


7 


Trafalgar House PLC: summary of statements of source and 
application of funds — ^years ended 30 September . . 


83 


8 


The Peninsular and Oriental Steam Navigation Company: 
composition of fleet in 1971 and 1983 


84 


? 


The Peninsular and Oriental Steam Navigation Company: 
group organisation and management structure 


85 


10 


The Peninsular and Oriental Steam Navigation Company: 
summary of consolidated profit and loss accounts for year 
ended 31 December 


86 


11 


The Peninsular and Oriental Steam Navigation Company: 
summary of consolidated balance sheets at 31 December . . 


87 


12 


The Peninsular and Oriental Steam Navigation Company: 
summary of statements of source and application of funds 
for years ending 31 December . . 


88 


13 


Trafalgar House PLC : pre-tax profits, return on shareholders’ 
funds, earnings per share for Trafalgar and P & 0 over the 


89 




period 1973 to 1982 


14 


The Peninsular and Oriental Steam Navigation Company: 
comparison of profitability of cruise operations 1973 to 1982 


90 


15 


Trafalgar House PLC : estimated pro forma balance sheets 


91 



V 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Appendices 

16 The Peninsular and Oriental Steam Navigation Company: 
Trafalgar’s potential gearing problem . . 

17 The Peninsular and Oriental Steam Navigation Company: 
P «fe O Ferries Channel Services — operating and running costs 

18 The Peninsular and Oriental Steam Navigation Company: 

loss of overseas earnings and effects on the balance of pay- 
ments 

19(a) Trafalgar House PLC: employees by main activity (excluding 
newspapers) 1973 to 1982 

\%h) Trafalgar House PLC: employees — newspapers and publish- 
ing 

20 The Peninsular and Oriental Steam Navigation Company: 

employees by main activity 1973 to 1982 

21 The Peninsular and Oriental Steam Navigation Company: 

summary of estimated job losses 



Page 



92 

93 

94 

95 

96 

97 

98 



vi 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Chapter 1 



Introduction 

1.1. On 21 June 1983 the Department of Trade and Industry sent to the 
Commission the following reference: 

Whereas it appears to the Secretary of State that it is or may be the 
fact that arrangements are in progress or in contemplation which, if carried 
into effect, will result in the creation of a merger situation qualifying for 
investigation as defined in section 64(8) of the Fair Trading Act 1973 (‘the 
Act’), in that: 

(a) enterprises carried on by or under the control of The Peninsular and 
Oriental Steam Navigation Company (a body corporate incorporated 
in the United Kingdom) will cease to be distinct from enterprises carried 
on by or under the control of Trafalgar House Public Limited Com- 
pany; and 

(b) the value of the assets which will be taken over exceeds £15 million. 

Now, therefore, the Secretary of State in exercise of his powers under sec- 
tions 69(2) and 75 of the Act hereby refers the matter to the Monopolies 
and Mergers Commission for investigation and report within a period of 
six months beginning with the date of this reference. 

In relation to the question whether a merger situation qualifying for investi- 
gation will be created if the arrangements herein referred to are carried 
into effect the Commission shall exclude from consideration section 64(l)(a) 
of the Act. 



(Signed) Derek Eagers 

21 June 1983 Under Secretary of the 

Department of Trade and Industry 

1.2. On 1 1 July 1983 the Chairman of the Commission, acting under section 
4 of the Fair Trading Act 1973 and Part II of Schedule 3 thereto, directed 
that the functions of the Commission in relation to this reference should be 
discharged through a group consisting of six members of the Commission, 
with himself as Chairman. The composition of the group is indicated in the 
list of members of the Commission which prefaces this report. On 8 December 

1983 the Secretary of State gave directions under section 70(2) of the Fair 
Trading Act, allowing the Commission an extended period to 20 February 

1984 for reporting on the reference. 

1.3. Notices inviting interested parties to submit evidence to the Commis- 
sion were placed in : 

The Daily Telegraph Building 

The Guardian International Freighting Weekly 

The Times Travel News 

Lloyd’s List Travel Trade Gazette 
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1.4. We received written evidence from Trafalgar House Public Limited 
Company (Trafalgar) and from The Peninsular and Oriental Steam Navigation 
Company (P & O) and held hearings with them. 

1.5. We received written evidence from other interested parties (listed at 
Appendix 1) and held three hearings. 

1.6. We wish to express our gratitude to all who helped us in the inquiry 
and particularly to the two companies principally concerned. Some of the 
evidence supplied to us was of a confidential nature and our report contains 
only such information as we consider necessary for an understanding of our 
conclusions. 
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Chapter 2 



Trafalgar House Public Limited Company 

2.1. This chapter provides a brief summary of Trafalgar’s development and 
organisation together with certain information relating to Trafalgar’s main 
activities in the period 1978 to 1982. 



Development 

2.2. In 1957 Eastern International Investment Trust, a small counted com- 
pany, formed a wholly-owned subsidiary to undertake property developments. 
Early projects were housebuilding and residential conversions in the London 
area. The company prospered and adopted the name Trafalgar House in 1962 
when it acquired a portfolio of properties (including one of that name) from 
Commercial Union Assurance which was by then backing the company’s com- 
mercial development programme. Trafalgar also continued to specialise in 
residential investment and development. This generated an increasirig amount 
of construction work in the category known a? ‘small works’, much of which 
came to be placed with Bridge Walker, a medium-sized building company. 
In 1963 Trafalgar bought 49 per cent of Bridge Walker’s capital. At the same 
time a joint housebuilding company was formed (51 per cent owned by Trafal- 
gar) and Trafalgar took options to acquire the remaining capital at a later 
date. 

2.3. Even before getting its own Stock Exchange quotation in 1963 
Trafalgar was active in company acquisitions. Trafalgar told us that these 
early acquisitions and all subsequent ones (with the exception of Express 
Newspapers and Morgan Grampian) had been managed as one group of com- 
panies without loss of individual company identity and illustrated the way 
Trafalgar had developed from residential property to commercial property, 
to housebuilding and general construction and then to hotels, with hotels 
leading to considerations of travel and tourism and these leading to passenger 
shipping.^ 

2.4. Growth had been both by acquisitions and by direct investment. Trafal- 
gar told us, for example, that it had acquired Cunard because it saw acquisition 
as the more cost-effective entry into shipping whereas more recently it had 
built a new steel fabrication works at Darlington because it saw that as the 
way to get ‘the best plant in Britain’. 

2.5. Appendix 2 lists Trafalgar’s acquisitions since 1963 where the consider- 
ation was more than £1*2 million. Appendix 3 shows the composition of the 
Trafalgar cargo and passenger fleet in 1971 compared with 1983. 



' Trafalgar told us that it regarded its acquisitions in 1977 of Express Newspapers and of 
Morgan Grampian, a magazine publishing company, as its only real diversification. In 1982 
it had ‘de-merged’ its newspaper and magazine interests as Fleet Holdings PLC. 
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Organisation 

2.6. Trafalgar attached particular importance to the organisation and 
management structure of its business. Appendix 4 shows the organisation 
and management structure in July 1983. 

2.7. Trafalgar told us the basis of its management had been the retention 
of the individual companies as separate entities, each having its own managing 
director and operating within a divisional structure under the overall umbrella 
of Trafalgar. The directors of each company held monthly board meetings 
to consider cash balances and borrowing levels, profits, workload, employee 
relations and other operational and policy matters. The divisional managing 
director or the divisional chairman usually chaired these meetings to ensure 
a co-ordinated policy and reporting system within the division. The divisional 
structure had been created in the early 1970s, when it became clear that it 
was not possible for the small central team at Trafalgar to deal directly with 
the increasing number of individual companies within the group. The divi- 
sional holding companies had been created as direct subsidiaries of Trafalgar. 
The legal structure of ownership thus largely followed the management struc- 
ture. The boards of the divisional holding companies met monthly to consider 
policy and operational matters relating to the individual companies within 
their divisions. Administrative staff numbers varied from division to division 
and in most cases were limited to single figures. Divisional chairmen and 
divisional managing directors reported to the group managing director, and 
through him to the Trafalgar executive committee or Trafalgar board as 
appropriate. The Trafalgar executive committee was formally consituted by 
the Trafalgar board with significant levels of authority. The members at the 
time of our inquiry were : 

Mr N Broaches — Chairman of Trafalgar 
Mr E W Parker — Group Managing Director^ 

The committee met weekly and considered all important policy matters 
together with operational and reporting items. The minutes were circulated 
to Trafalgar directors and ratified at Trafalgar board meetings. The committee 
provided the Trafalgar board with proposals and recommendations on major 
issues. Trafalgar told us that the executive committee arrangements enabled 
decisions required on major matters in excess of the authority delegated to 
the group managing director to be taken quickly and formed a vital link 
between the operating divisions and the Trafalgar board. 

2.8. The Trafalgar board met monthly unless required to deal with urgent 
matters outside the authority of the executive committee. It considered all 
rnajor jwlicy questions and reviewed such matters as the group managing 
director s report, minutes of the executive committee, cash balances and bor- 
rowings, cash flow and profit forecasts, work in hand, capital expenditure, 
acquisitions and disposals. 

2.9. Trafalgar had a revenue of £1,051 million and employed 32,520 people 
in 1982. Table 2.1 shows the percentage of total revenue accounted for by 
Trafalgar s main activities and the number of people employed in them. 

1 Mr Parker has since been appointed Group Chief Executive. 
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Table 2.1 



Activity 


Percentage of 


Number 


revenue 


employed 


Property and investment 


r 0 

7 


126 


Construction and civil engineering 


70 


26,784 


Shipping, aviation and hotels 


23 


4^512 


Services and miscellaneous 


— 


i;098 


Total revenue £1,051 million 


100 


32,520 



Source; Trafalgar. 



Revenue and profits 

2.10. Appendix 5 summarises Trafalgar’s revenue and profits for the five 
years 1978 to 1982. Total revenue increased each year (except 1982 when 
newspapers and magazines were demerged). At £1,051 million in 1982 it was 
27 per cent higher than in 1978. The figure for 1978 included revenue attribu- 
Uble to newspaper and magazine interests but 1982 did not, because those 
interests were demerged in 1982. The rise in revenue from contracting and 
civil engineering accounted for most of the increase. Property and investment 
revenue was also higher in 1982 than 1978. Revenue in the shipping, aviation 
and hotels division showed some fluctuations. In 1982 it was £224-1 million 
compared with £233-2 million in 1978. Total pre-tax profits fell to £43-7 million 
in 1979 but increased in subsequent years rising to £65-6 million in 1982 com- 
pared with £60-6 million in 1978. Appendix 5 also shows each division’s contri- 
bution to total profits in each of the five years. ^ 

Balance sheets 

2.1 1 . Appendix 6 summarises Trafalgar’s balance sheets as at 30 September 
in each of the years 1978 to 1982. The total value of fixed assets declined 
over the period due mainly to the reductions under the headings of properties, 
ships and aircraft, and to the demerger of the group’s newspaper and magazine 
interests in 1982. In 1982 associated company interests and investments in- 
cluded £15 million in respect of Trafalgar’s holding of convertible unsecured 
loan stock in Fleet Holdings to which the newspaper and magazine interests 
were transferred and £10 million in respect of the cost of the acquisition 
of Redpath Dorman Long, the terms of which acquisition were not agreed 
in time to consolidate the accounts of this subsidiary in the group’s 1982 
accounts. Borrowings were substantially reduced during the period and the 
debt/equity ratio fell from 81-5 per cent at 30 September 1978 to 36-6 per 
cent at 30 September 1982. 

Source and application of funds 

2.12. Appendix 7 summarises Trafalgar’s statements of source and appli- 
cation of funds from 1978 to 1982. 



As indicated in note 1 of Appendix 5 the allocation of interest was changed in 1980. This 
needs to be borne in mind in comparing the divisional figures for 1978 and 1979 with those 
for 1980, 1981 and 1982. 
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Chapter 3 



The Peninsular and Oriental Steam Navigation Company 

3.1. This chapter provides a brief summary of P & O’s development and 
organisation together with certain information about P & O’s main activities 
in the period 1978 to 1982. 

Development 

3.2. P & O told us that the award in 1837 to the Peninsular Steam Naviga- 
tion Company of the Admiralty mail contract between Great Britain and 
Gibraltar was generally regarded as marking the beginning of P & O’s activi- 
ties.^ In 1840 the company won the contract to carry mail to Egypt, began 
the expansion of its fleet and was granted a charter in the name of The Penin- 
sular Steam Navigation Company which included a provision limiting the 
shares to be held by foreign nationals to not more than 25 per cent.^ 

3.3. Subsequently the company extended its fleet to meet mail contracts 
and cargo and passenger services to Egypt, India, Singapore, Hong Kong 
and Australia and to provide troop transports. In 1914 it acquired the British 
India Steam Navigation Company which served the sub-continent’s passenger 
and cargo coastal trades, as well as routes from India to Europe, Africa, 
the Far East and Australia, By the end of the First World War the company 
had acquired a number of other shipping companies and was operating 307 
ships world-wide. Expansion continued until the Second World War in which 
more than half the fleet was lost. By the mid-1950s, however, the company 
had completed its re-equipment programme^ and had resources available 
which enabled it to order new ships for the tanker trade. 

3.4. P & O told us that the increased demand for shipping, following the 
first closure of the Suez Canal, coupled with the encouragement various 
governments had given to their shipping and shipbuilding industries had led 
to a world surplus of shipping and that in 1957 world freight rates had 
collapsed. 

3.5. In these circumstances the policy of P & O — essentially a shipping 
company in terms of managers, workforce and physical assets — had been to 



^ P & O told us that the inefficiency of the then existing packet service had become intolerable 
and the operation was put out to commercial competition. Brodie M’Ghie Willcox, a London 
shipbroker, and his partner Arthur Anderson, a former Royal Navy clerk from Shetland, had 
had 20 years’ experience of trade with Spain and Portugal when they began regular steamer 
sailings to Lisbon in 1835 and the contract awarded to their Peninsular Steam Navigation Com- 
pany was the first for the carriage of ocean-going mails by steamer, 

^ The charter was consolidated in the Eleventh Supplementary Charter of 1966. 

^ This programme had been drawn up in the light of the company’s assessment of likely long- 
term developments in the market following India’s independence, the growth of national shipping 
lines, increased competition from air transport on the passenger side of the business and the 
likely effects of the increased world trade in oil on the cargo side. It included the rebuilding 
of the fleet of the Eastern and Australian Steamship Company. P & O had acquired in 1946 
75 per cent of the shares of this company which had provided provided cargo/passenger services 
between Australia and Japan and had lost its entire fleet during the war. 
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develop potentially more profitable shipping activities and avoid sudden, large- 
scale withdrawals of capital from the industry. P & O told us that, pursuing 
this policy, it had moved into new cargo trades, including the bulk carrier 
and Liquid Petroleum Gas (LPG) trades. It had also decided to containerise 
its traditional deep-sea-cargo trades as quickly as possible. It set up Overseas 
Containers Ltd (OCL) jointly with Ocean Steamship, British and Common- 
wealth and Furness Withy to provide container ships together with container 
terminals, inland depots and ‘at least three “suits” of containers for each ship’. 
In anticipation of substantial increases in trade with Europe, P & O had 
started up a ‘unit-load’ business between the United Kingdom and the Con- 
tinent with the formation of Ferrymasters in 1964 and entered the North 
Sea cargo and passenger ferry business in 1966 and the cross-Channel business 
in 1967. P & O had developed its cruise business as air travel increased and 
container ships replaced the old cargo/passenger liners. With the development 
of North Sea oil and gas exploration it had begun to operate off-shore supply 
vessels. 

3.6. By the early 1970s P & O had been in a position both to increase 
substantially its investment in some of these new shipping activities and to 
widen the scope of its other activities — ^by expanding its road transport activi- 
ties, acquiring Bovis (when Bovis and its banking subsidiary experienced diffi- 
culty following the collapse of the property market) and by setting up an 
energy division to participate in oil exploration projects. P & O also told 
us that faced with recession in the shipping industry in the late 1970s, it 
had carried through a major restructuring programme. This had included 
the sale of unprofitable businesses, the phasing back of new ships, the sale 
of P & O’s capital-intensive oil exploration interests in the North Sea and 
the United States, the reorganisation of P & O’s other oil-related interests 
and the expansion of Falco’s oil trading activities, together with substantial 
changes in P & O’s organisation and management structure designed to reduce 
overheads and increase efficency. Appendix 8 shows the composition of the 
P & O fleet in 1971 compared with 1983. 

Organisation 

3.7. Appendix 9 shows the organisation and management structure as at 
November 1983. P & O told us this organisation and structure were designed 
to ensure the logical grouping of P & O’s activities in divisions of manageable 
size and provide clear lines of communication. P & O told us it regarded 
successful management as requiring consistent leadership and application by 
individual managers at all levels working together to achieve ‘constantly im- 
proving financial results’. Consistent with this view P & O’s policy was to 
ensure substantial decentralisation subject to effective overall control from 
the centre — on the basis that: 

(«) each division agreed profit, capital expenditure and cash flow criteria 
with the centre and reviewed its performance in depth each month ; 

(b) managing directors of divisions met quarterly to review overall perfor- 
mance; and 

(c) the centre determined capital expenditure, kept a tight control of group 
cash flow and rigorously monitored the performance of the operating 
divisions. 

7 



Printed image digitised by the University of Southampton Library Digitisation Unit 



3.8. P & O had a revenue of £1,213 million and employed 25,124 people 
in 1982. Table 3.1 shows the percentage of total revenue accounted for by 
P & O’s main activities and the number of people employed in them. 



Table 3.1 



Activity 


Percentage of 


revenue 

% 


Number employed 


Deep-sea cargo 


9 


1,712 


Passenger shipping 


15 


5,057 


Ferries 


' 1 


Total — shipping 


32 


> 6,805 


European Transport 


IT J 


! 


Oil-related 


6 


612 


Bovis 


29 


5,538 


Banking 


2 


48 


Other 


20 


5,352 


Total revenue £I,213m 

Source; P & 0. 


100 


25,124 



Revenue and profits 

3.9. Appendix 10 summarises P & O’s revenue and operating results for 
the five years 1978 to 1982. Total revenue increased each year. At £1,213 
million in 1982, it was 42-5 per cent higher than in 1978. The revenue from 
each activity also increased each year, except the revenue from deep-sea cargo 
which declined in 1982 and 1983 reflecting the run down in this division as 
liner trades were containerised and transferred to OCL and surplus ships were 
sold off. Operating results rose from £54*0 million in 1978 to £84-7 million 
in 1980, declining to £75-3 million by 1982. Operating results for particular 
activities showed more fluctuation— both in money terms and as a percentage 
of total profits. 

Balance sheets 

3.10. Appendix 11 summarises P & O’s balance sheets for each of the five 
years ending 31 December 1982. The value of fixed assets declined over the 
period due mainly to the sale of ships. The increase in current assets shown 
for 1982 compared with 1981, matched by a similar increase in borrowings, 
was associated with unusually large oil transactions which involved short-terrn 
loans spanning the year end and were successfully completed (and the related 
borrowings repaid) in the first few weeks of 1983. Borrowings as at 31 
December showed a decline each year except in 1982, The debt/equity ratio 
declined from 90-5 per cent in 1978 to 48-2 per cent in 1981. It rose to 72*8 
per cent at the end of 1982 for the reason mentioned above. 

Source and application of funds 

3.1 1 . Appendix 12 summarises P & O’s statements of source and application 
of funds from 1978 to 1982. The unusually large oil transactions referred 

to in paragraph 3.10 created a large but temporary decrease in liquid funds 
in 1982, 
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Chapter 4 



Activities of both groups 

4.1. This chapter describes the markets for various activities in which the 
companies are engaged: deep-sea shipping, ferries, construction and house- 
building. 

Shipping — an overview 

4.2. Both companies are engaged in a range of shipping activities. Trafalgar 
has an interest in passenger shipping (both cruises and transatlantic services 
provided by the QE2), container services, refrigerated fruit carriers and pro- 
ducts carriers. P & O also has an interest in passenger shipping (both cruises 
and scheduled liner services to Australia), container services and refrigerated 
fruit carriers ; in addition it has an interest in bulk carriers, oil tankers, chemi- 
cal tankers, gas carriers, general cargo vessels, ferries and off-shore supply 
boats. 

4.3. Table 4.1 shows the size of the fleets (at the end of 1982) in which 
each company had a direct or indirect interest ; and, for each type of vessel, 
sets this in the context of the total world fleet and the United Kingdom fleet. 
1982 is the latest full year for which world fleet figures are available. Details 
of the companies’ fleets are set out in Appendices 3 and 8. 

Table 4.1 World shipping fleet (end 1982) 





World 


UK-registered 


Trafalgar House 


P&O 


Vessel type 


Number 


GRT 

(WO) 


Number 


GRT 

(’000) 


Number 


GRT 

(•000) 


Number 


GRT 

(’000) 


Passenger cruise 


139 


2,050 


9 


274 


3 


102 


7 


189 


Passenger ferry 
Fully cellular 


1,092 


4,944 


67 


294 






9 


46 


container 


749 


13,412 


56 


1,532 


6 


168 


18 


591 


General cargo 
Bulk (including 
combination 


22,662 


83,663 


619 


1,990 


10 


129 


18 


115 


carriers) 
Tanker — 


5,107 


122,016 


150 


5,206 






6 


471 


Liquified gas 
carriers 


748 


8,990 


45 


1,181 





— 


17 


392 


Tanker— other 


7,869 


165,737 


402 


9,332 


3 


54 


18 


393 


Total trading 


38,366 


400,812 


1,348 


19,809 


22 


453 


93 


2,199 



World and UK— Department of Transport analysis of Lloyd’s Register of Shipping and Institute of Shipping Econo- 



mics, Bremen (world passenger cruise fleet). 



Notes: ... . • j 

1. Trafalgar House and P & O; figures include vessels wholly or partly owned, whether directly or by associated companies, 

and vessels registered outside the United Kingdom. . , j j 

2. Vessel tonnages arc shown in thousands of gross registered tons (CRT): vessels of less than 100 GRT are not included 

in the table. 

3. Off-shore supply boats arc not included in the table. P & O operates 15 such vessels in Australia. 

4.4. Since 1979 the world cargo shipping industry has faced a falling level 
of trade. Before this, between the mid-1960s and 1979, world trade rose stead- 
ily at an annual rate of broadly 7 per cent. In 1980 and 1981 trade in oil 
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Table 4.2 

Cruise ship itineraries 



P&O 



Trafalgar House (Cunard ) Norwegian Americari 



Canberra 


Oriana 


Sea 


Island 


Pacific 


Sun 


QE2 


Cunard 






Princess 


Princess 


Princess 


Princess 




Countess 



Liner 

Service 

UK- 

Australia 
-UK 25% 



Australian 

Cruising 

20 % 



UK 

Cruising 

55% 



Australian 
Cruising 
1 00 % 



Round 

World 

Cruise 

25% 



UK 

Cruising 

75% 



Alaska 

30% 



Transcanal 

70% 



Circle 

Pacific 

20 % 



Alaska 

30% 



Mexico 

50% 



Transcanal 

10 % 



Alaska 

30% 



Caribbean 

60% 



UK 

Cruising 

15% 



Circle 

Pacific 

25% 



US 

Cruising 

20 % 



Caribbean 

100 % 



Trans- 

Atlantic 

Liner 

Service 

40% 



Percentages shown indicate the proportion of each ship’s annual cruising which takes place in each sector; based on itineraries in 1983. 
charter to the Ministry of Defence. 



Cunard Vistafjord 



Princess 



Transcanal 

5% 

Mexico 

25% 



Alaska 

30% 



Caribbean 

40% 







Africa 

20% 




Baltic 

25% 


Caribbean 

25% 






Mediter- 

ranean 

30% 



Saqafjord 



Transcanal 

5% 

Caribbean 

15 % 



Alaska 

20 % 



Round 

World 

25% 



Pacific 

35% 



P & O's Uganda (Included in Table 4. 1 ) is on 



Sow-ce: P&O and Trafalgar. 
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dropped steeply but trade in bulk products (such as grain) and manufactured 
goods continued to grow, albeit less rapidly than earlier. In 1982 and 1983, 
however, trade in bulk and manufactured cargoes also declined. Some upturn 
is expected in 1984. The growth in the world fleet has adapted to this changed 
market situation to some degree, but the pace of adjustment has not been 
sufficiently rapid to prevent surplus (laid-up) capacity arising for most types 
of cargo vessel. Tankers have been most affected; container vessels have been 
least affected with only a negligible portion of the world fleet laid-up in 1983. 

4.5. Both companies have a significant interest in: 

(fl) passenger cruises ; and 

(b) container services. 

Passenger cruises 

4.6. Table 4.2 shows the 1983 cruise itineraries of the individual cruise ships 
operated by the two companies (Cunard is a subsidiary in the Trafalgar group). 
Also shown are the itineraries of Cunard’s recent acquisitions, the VistaQord 
and SagaQord, purchased in October 1983 from Norwegian American Cruises. 

4.7. Table 4.1 shows that each company’s cruise fleet is a comparatively 
small pro^rtion of the total world fleet (P & O 9 per cent and Cunard 5 
per cent, in tonnage terms, at the end of 1982). The world cruise industry 
is highly fragmented. Over 40 companies operate cruise ships in different parts 
of the world. Most of these companies operate two or three vessels: only 
two companies operate more than ten cruise vessels. The cruise operations 
of P & O and Cunard overlap mainly in two geographic areas, the West 
Coast of North America and the United Kingdom ; there is a small degree 
of overlap also in the Caribbean which is the largest part of the North Ameri- 
can market (broadly 70 per cent), with a large number of companies offering 
cruises. 

West Coast North America 

4.8. The combined share of the West Coast cruise market held by P & 0 
and Cunard is 29 per cent; nine other lines are operating in this area (Table 
4.3). The West Coast is only a comparatively small part (broadly 15 per cent) 
of the North American market. 



Table 4.3 Market shares — cruises from West Coast North America, 1983 



P & O (Princess) 
Cunard 

Canadian Cruise 

Carnival 

Costa 

Holland America 
Norwegian American 
Paquet 

Royal Cruise Lines 
Royal Viking 
Sitmar 









Source: Trafalgar House and P & O. 



Share of 
beds offered 



22 

7 



71 



100 



11 
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United Kingdom 

4.9. Cruises are not a very significant part of the range of holidays taken 
by people in the United Kingdom. According to the British National Travel 
Survey one in five people each year take a holiday abroad ; and cruises make 
up broadly 2 per cent of those overseas holidays. 

4.10. Two slightly different types of cruise are available to United Kingdom 
holidaymakers : 

(a) Cruises from United Kingdom ports: cruises are operated by both 
P & O and Cunard and also a number of foreign lines. All Cunard 
cruises are provided on the QE2, in between transatlantic voyages. 

(b) Fly-cruises : these are operated by P & O and Cunard and a large number 
of foreign lines. They provide the customer with a package including 
air travel to an overseas port (on either a charter or scheduled flight), 
transport from the airport to the vessel and, where appropriate, over- 
night accommodation before joining the vessel. A number of people 
also arrange their own travel to join a cruise abroad but the numbers 
involved are not very large. 

4.11. Table 4.4 shows the numbers of people who went on these various 
different types of cruise in 1981 fly-cruises accounted for 20 per cent of cruise 
holidays. P & O and Trafalgar together carried 70 per cent of those taking 
cruises from United Kingdom ports and 45 per cent of those taking fly-cruises. 
Overall the combined share of the market for all cruises taken by United 
Kingdom residents held by P & O and Cunard was 66 per cent in 1981. 



Table 4.4 Market shares for cruises taken by United Kingdom residents, 1981 





Number of 


Share of 




passengers 


market 


A. Cruises from United Kingdom ports 




/q 


P & 0 


45,500 


50 


Cunard 


6,600 


7 


Overseas lines 


21,000 


23 






80 


B. Fly-cruises 






P&O 


5,000 


6 


Cunard 


2,500 


3 


Overseas lines 


I0;500 


11 






20 


Total cruises holidays 


91,100 


100 



Trafalgar House. 

Passenger Shipping Association — survey of cruise operators. 

In a^itiqn the Department of Transport also provided information on the total number of cruises taken from 
uniieci Kingdom ports. 



Notes 

'■ HtStedV;’.™ ™ f “"““I 

Kingdom residents travelled across the Atlantic on the 

1 All ^ ^sscHgcrs travelling on P & O s Imer service between Sydney and Southampton. 

3. All Cunard cruises from United Kingdom ports are on the QE2. ^ 

t ov^seas lines operating cruises from United Kingdom ports in 1981, 

5. 1981 IS the latest full year for which reliable figures arc available. The picture in 1982 is distorted as a result of several 
cruise ships being involved in the Falfclands campaign. a resuii oi several 

oriy ^^approxima^^^^ collected by any organisation; some of the figures shown in the table may 
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4.12. Fly-cruises have been growing in importance and this trend has con- 
tinued since 1981. However, although full information for 1983 is not avail- 
able, it seems likely that the combined share of the market (for cruises taken 
by United Kingdom residents) held by P & O and Cunard will be similar 
to the figure of 66 per cent in 198,1. 

4.13. The two different types of cruise available to United Kingdom holi- 
daymakers have many features in common but there are also some distinguish- 
ing characteristics. Cruises from United Kingdom ports avoid the need for 
air travel (which some passengers may dislike) and are usually marginally 
cheaper than fly-cruises to similar locations. However, they involve several 
days’ travel through less interesting surroundings, often with less clement 
weather. 

4.14. There is only very limited information on whether any of these factors 
are of real significance to the customer. Certainly a substantial number of 
people now take fly-cruise holidays (broadly 20,000 in 1981). A wide range 
of fly-cruises are marketed in the United Kingdom. The majority are operated 
by overseas lines; over a dozen such lines offer fly-cruises. A small scale on- 
board market research investigation carried out by P & O showed that pas- 
sengers on cruises from United Kingdom ports saw both some advantages 
and some disadvantages in a fly-cruise ; the majority of such passengers would 
consider taking a fly-cruise for a future holiday. 

Costs of setting up a cruise operation 

4.15. Starting a cruise operation in the United Kingdom does not necessar- 
ily require substantial capital expenditure on a new (or second-hand) cruise 
vessel. A less costly way of entering the market would be to charter a cruise 
ship or to re-schedule a vessel to the United Kingdom from another cruising 
area. Many cruise operators currently schedule their vessels to several different 
locations during the course of a cruise season (this is illustrated by the itiner- 
aries shown in Table 4.2) and many operators also re-schedule their vessels 
to new locations from season to season. 

4.16. Table 4.1 shows that there are a large number of vessels world-wide, 
some of which might be re-scheduled to a United Kingdom itinerary in this 
way; over 30 cruise ships were being operated in Europe, in 1983, by lines 
other than those already scheduling itineraries from the United Kingdom. 
Common user port facilities could be used in the United Kingdom. The most 
significant setting up cost would lie in marketing expenditure. For this reason 
a new operation would be most easy to establish for the lines which already 
put a significant marketing effort into promoting fly-cruises in this country. 
One such line. Royal Viking, plans to operate cruises directly from the United 
Kingdom during 1984, by re-scheduling a vessel which in 1983 operated cruises 
from Scandinavia and in the Mediterranean. Olsen and CTC will continue 
to operate cruises from United Kingdom ports in 1984. 

Container shipping 

4.17. Containerisation has resulted in many of the shipping lines which 
once provided conventional liner cargo services grouping together to form 
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consortia. This both facilitated the funding of the substantial capital invest- 
ment required to containerise a cargo service and also enabled co-ordination 
of the substantial reduction in the numbers of cargo vessels which containerisa- 
tion made possible. The three main consortia in which United Kingdom lines 
are involved are : 

(1) Overseas Containers Limited (OCL) ; 

(2) Associated Container Transportation Ltd (ACT) ; and 

(3) Atlantic Container Line (ACL). 

4.18. The shareholders in OCL are: 



% 



P&O 


47*4 


Ocean Transport 


32*8 


British and Commonwealth 


19-8 



4.19. OCL owns the majority of its container vessels and operates all of 
them itself. Containerisation provides for the customer the facility of a com- 
plete through service from origin to destination. In this context OCL also 
provides marketing and documentation services to customers in the United 
Kingdom (and in certain other countries via subsidiary companies) ; it arranges 
the inland transport of containers (where customers require this); it has 
interests in depot companies which organise the loading and despatch of con- 
tainers ; and also in terminals at which container vessels load and discharge. 

4.20. ACT has five member lines, including Cunard which is a subsidiary 
in the Trafalgar group. ACT provides a framework for a number of consortia 
companies each of which is independent of the others : 



ACT consortia 


Members 

0/ 


(1) ACT(A) 


Cunard 


42-5 




Blue Star 


42-5 




Ellerman 


15 


(2) CAMEL 


Cunard 


100 


(3) Ben Line Containers 


Ben Line 
Ellerman 




(4) Ellerman-Harrison Lines 


Elleman 

Harrison 




(5) CAROL 


Harrison 






non-ACT companies 



4.21. A separate company, ACT Services Limited, provides marketing and 
documentation services, which are available to the ACT consortia, and also 
makes arrangements for internal haulage where this is required. Like OCL, 
the ACT consortia have interests in depot companies. 

4.22. ACT(A)’s container ships are owned by its shareholders and are char- 
tered to ACT(A). Management of the vessels is carried out by the shareholding 
companies; Cunard manages three container ships for ACT(A). 

4.23. ACL has five member lines. Cunard is the only United Kingdom 
shareholder; it has a 22*2 per cent interest. ACL’s container ships are chartered 

14 



Printed image digitised by the University of Southampton Library Digitisation Unit 



from its shareholders, who also manage them. Cunard normally operates two 
container ships for ACL. Each shareholder acts as general agent for ACL 
in its respective national area. 



OCL and ACT(A) agreements 

4.24. The agreement establishing OCL, together with its Articles of Associ- 
ation, provide that if there is a substantial change in the ownership of one 
of the shareholding companies, such that the company concerned ceases to 
be under United Kingdom control or comes within the control of any five 
or fewer companies, persons or corporations, then this company’s shares in 
OCL must be offered for sale to the other shareholding companies. 

4.25. A side-letter (dated 18 October 1973) to the main ACT(A) agreement 
makes provision for certain consequences, ‘if any line acquires, through take- 
over or otherwise, any direct or indirect interest in operating in any of the 
trades in which ACT(A)/ANL operates at the date of this letter’. The agree- 
ment provides that: 

that Line shall take whatever steps are open to it, having regard to pre-acqui- 
sition obligations such as transfer restrictions affecting that interest and 
still outstanding, to deal with it in accordance with the following principles : 

(1) If it so wishes, dispose of that interest in the open market at the 
best available price within a reasonable period. 

■ (2) If the Line wishes to retain a part of the interest referred to above, 

it shall offer the whole of its acquired interest to ACT(A) at an inde- 
pendent market valuation assessed by Thomson McLintock but, in 
any event, at not less than net asset value. 

(3) In the event of ACT (A) acquiring such interest, it may, on a majority 
decision, retain the said interest or sell it on the open market. 

(4) In the event of ACT (A) not wishing to take up its right to acquire 
the interest and, if, taking a reasonable view, the continued ownership 
of the investment by the Line could be construed to be to the detri- 
ment of the ACT(A)/ANL Partnership, the Line involved would be 
obliged to dispose of its interest to a third party within a period 
of three years. 



Trades served by the container consortia 

4.26. Table 4.5 shows the container routes served by OCL, the ACT consor- 
tia and ACL. There is an overlap in the services provided by OCL and the 
services provided by consortia in which Trafalgar House has an interest on 
two routes: 

(a) United Kingdom/Europe to Australasia (OCL and ACT (A)); and 

(b) United Kingdom/Europe to the Red Sea (Jeddah and Port Sudan, OCL 
and (CAMEL)). 

The United Kingdom/Europe to Australasia service accounts for broadly 20 
per cent of the total of OCL’s container trade (measured by container through- 
put) ; the Red Sea service accounts for less than 5 per cent. 
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Table 4.5 Trade routes served by United Kingdom container consortia 



Route ACT group 

1. UK/Europe — Australasia ACT{A) 

2. Australasia— North America ACT(A) (via PACE) 

(East Coast) 

3. Australia— North America ACT(A) (via PAD) 

(West Coast) 

4. Europe— Jeddah CAMEL 

5. Europe — Port Sudan CAMEL 

6. Europe — Far East Ben Line Containers 

(via TRIO) 

7. Europe — Indonesia — 



8. Far East — ^Jeddah 

9. Europe— South Africa 

10. Europe — East Africa 

11. Europe — Caribbean 

12. Australia/NZ — Gulf 

13. Europe — India 

14. Far East — Gulf 

15. Australia — ^Japan/Korea 

16. New Zealand — ^Japan/Korea 

17. East Asia — East Australia 

18. Australia— Straits 

19. Japan — Straits 

20. Europe — North America 

Source: Trafalgar House and P & O. 



Ellerman-Harrison 
Lines (via SAECS) 
Ellerman-Harrison 
Lines (via BEACON) 
Harrison Lines 
(via CAROL) 



OCL 

OCL (via ANZECS) 



OCL (via TRIO) 
OCL 

OCL (via TRIO) 



Ben Ocean* 

(44'5 per cent Ben 
55-5 per cent OCL) 
Ben Ocean* 

OCL (via SAECS) 

OCL (via BEACON) 



OCL with Blue Star* 

OCL (via COBRA) 

OCL (via GREATER OASIS) 
AJCL (OCL shareholding 67%) 
CSCS (OCL shareholding 74%) 
AAE (OCL shareholding 37%) 
ASCL (OCL shareholding 37%) 
SSCL (OCL shareholding 50?^) 



ACL 



ACL 



Notes: 



1. Names in brackets (eg via TRIO) show where an integrated service is provided with other container lines. 

2. Services marked are not provided within the framework of ACT, although Blue Star and Ben are ACT members. 



Shipping conferences 

4.27. The shipping lines providing regular services on most of the world’s 
deep-sea routes are organised into cartels called shipping conferences; not 
all lines operating such services choose to join the relevant conference, how- 
ever. In some cases conference agreements simply provide that members all 
charge the same freight rates ; in other cases the agreements also cover the 
service which is to be provided, the allocation of freight traffic between 
member lines, and similarly the sharing of freight revenues. The conference 

arrangements are an important factor in determining the extent and nature 
of competition. 

4 28. A number of official reports, most recently the Rochdale Committee 
of Inquiry into Shipping (Cmnd 4337, 1970), have concluded that conference 
agreements do not act against the public interest. Conference agreements are 
exempt from restrictive practices legislation in a number of countries including 
the United Kingdom, and also Australia and New Zealand. 

Market shares 

4.29. The market shares of the various lines in the trade with Australia 
are shown in Table 4.6. Non-conference lines have a 15 per cent market share 
ot the trade between the United Kingdom and Australia and a 20 per cent 
share of the trade between the Continent and Australia. Cargoes carried by 
the Conference lines but not included in a revenue pool account for 10 per 
cent and 17 per cent, respectively, of the two trades. (The basis of the pooling 
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arrangements is described in paragraph 4.36.) The United Kingdon trade is 
dominated by OCL carrying 59 per cent of pooled cargo and ACT (A) carrying 
30 per cent of pooled cargo. Their share of the trade to and from the Continent 
is far smaller. 



Table 4.6 Market shares 





Share of 


Share of total 




pool 

X 


market 




% of freight tonnes 


United Kingdom to Australia ( north-bound and south-bound) 




OCL 


59 




ACT(A) 


Joint 30 




Another Conference 


Service 1 1 




member * 


— 


75 


Conference Pool 


100 


Conference non-pooled 




10 


Non-conference 




15 


Total 




100 


Continent to Australia (north-bound and south-bound) 




OCL 


8 




Four other 


ANZECS 




Conference members 
( * ) • 


* 




ACT(A) 


Joint 4 




Another conference 
member * 


Service * 





Remaining conference members : 

♦ * 

♦ * 



Total all other 

conference members 88 

Conference pool 100 

Conference non-pooled 
Non-conference 



63 

17 

20 



Total 100 

Source: Secretariat to the Australian Conrerences. 



1, ”pool shares are those prevailing in 1982-83; the shares of the total market are based on shares of pooled and non-pooled 

traffic for 1981-82 and the estimated share of non-conference linM in 1982-83 

2. The other Conference members are ANL, Scan Carriers, Baltic Shipping Company and four Continental 



lines. 



4.30. The New Zealand trades show a similar picture. Non-conference lines 
account for a far smaller share of the market (5 per cent) and cargoes not 
included in a revenue-pool are less important. The United Kingdom trade 
is dominated by ACT(A) (carrying 32 per cent of pooled cargo) and OCL 
(carrying 52 per cent of pooled cargo). Again their share of trade to and 
from the Continent is far smaller. The volume of cargo carried in the New 
Zealand container trades is considerably smaller than in the Australian trades. 
In 1981-82 the trade flows (both north-bound and south-bound) were 0*57 
million tonnes (Continent to New Zealand) and 0*74 million tonnes (United 
Kingdom to New Zealand) ; the corresponding figures for the Australian trades 
were 2-8 million tonnes (Continent to Australia) and 0*97 million tonnes 
(United Kingdom to Australia). 



♦ Details omitted. See note on page iv. 
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4.31. The overlap between OCL and CAMEL on the routes to the Red 
Sea is not substantial ; the combined share of trade held by the two consortia 
is estimated to be less than 30 per cent. 

Conference agreements — United Kingdom/Europe to Australasia 

4.32. The key features of the five agreements covering these trades relate 
to: 

(a) freight rates ; 

(b) services to be provided ; and 

(c) sharing of revenue. 

4.33. Freight rates. The conferences all specify tariffs for the vast majority 
of the commodities carried. Two alternative rates are offered, one covering 
port-to-port transport (the ocean tariff), the second a ‘basic service rate’ which 
covers also port charges at both ends of the trade; inland haulage is offered 
as an additional, optional service. Many customers (‘shippers’) take advantage 
of this optional service, 

4.34. In the Australian trades shippers who sign an agreement to use confer- 
ence lines exclusively for all their shipments are charged the standard tariff. 
In the south-bound trade shippers who do not sign such an agreement are 
charged an additional 10 per cent which is returnable as a deferred rebate 
provided the shipper signs a declaration that he has confined his shipments 
to the conference lines. In the north-bound trade non-signatories are charged 
an additional rate which is not returnable. In addition some special rebates 
are offered through the conferences; all member lines are required to offer 
the same rate of rebate. In the New Zealand trades, similarly, rebates are 
offered to shippers who undertake to use the conference lines exclusively for 
all their shipments. The rebates are offered to shippers through the conferences 
and all member lines are required to offer the same rate of rebate. 

4.35. Services to be provided. A committee of member lines agrees on fore- 
casts of monthly trade flows and the overall level of capacity required to 
carry this cargo (measured in standard container units called TEUs) The 
conference agreements specify the share of total capacity which each member 
line IS required to provide. Members agree to carry this same specified share 
of total cargo. 

4.36 . Sharing of revenue. Member lines agree to pool’ the majority of freight 
revenues earned in the trade, and to share these revenues in the same specified 
pro^rtions as are used to determine the shares of capacity and cargo. 
Excluded from the revenue pool are cargoes not usually carried in containers 
(eg puilt-up motor vehicles), cargoes requiring special handling, and some 
semi-bulk cargoes for which there is not a conference tariff. Also excluded 
from the pool are cargoes carried by Soviet and Yugoslav lines within the 
Continent/New Zealand conference. The total shares of non-pooled cargoes 
m each market are shown in Table 4.6 and paragraph 4.30. Cargoes for which 
there is not a conference tariff are of negligible importance. Also excluded 
trom the revenue pool are inland transport charges. 
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4.37. To qualify for its share of the revenue pool a member line must pro- 
vide its specified share of capacity during each pool period (of six months) 
subject in practice to a small tolerance factor. Any shortfall in providing 
the specified share of capacity, or carrying the specified share of cargo, must 
be made good in the next pool period. 

4.38. In addition to the conference agreements the member lines have a 
number of further operating arrangements. ACT(A) and another conference 
line operate a joint service and ACT(A) markets this service. In a similar 
way OCL, the Shipping Corporation of New Zealand (SCNZ) and four Con- 
tinental lines provide an integrated service under the name ANZECS. These 
two groupings have arrangements for jointly co-ordinating the schedules of 
their vessels. They also have an arrangement for exchanging container slot 
capacity. This means that in practice a container booked with OCL may travel 
in an ACT(A) ship and vice versa (this arrangement is called ‘slot chartering’). 

Service quality 

4.39. Although each conference line charges the same freight tariffs under 
the conference agreements there is some scope, under these agreements, for 
an individual line to seek, in various ways, to provide a better quality of 
service to the customer than other conference lines. 

4.40. The further arrangements between, inter-alia, ACT(A) and OCL (sup- 
plementary to the conference agreements) for co-ordinating vessels’ schedules, 
and the arrangements for slot chartering, may also limit the scope for ACT(A) 
and OCL to differentiate the service they provide in terms of the frequency 
or speed of their shipping services. However, ACT(A) offers services from 
two United Kingdom ports whereas OCL offers only one port. There is also 
scope for lines to provide a different standard of service in respect of some 
aspects of quality not related to the sea voyage. For example, one line may 
be able to process the required documentation more rapidly; containers may 
be handled or packed more rapidly. The inland distribution of containers 
may be completed more speedily (although the customer has the option of 
making his own arrangements for inland transport). 

4.41 . A research survey carried out by Liverpool University’s Marine Trans- 
port Centre (‘Container Line Performance and Service Quality’, Dr Roy 
Pearson) asked shippers using deep sea container services which aspects of 
service quality were of most importance. The main factors identified are set 
out below in broad order of importance, although it should be noted that 
for some cargoes one factor may be of overriding significance (eg careful 
handling for glassware) : 

(a) providing the required service capacity ; 

(b) frequency of shipping service ; 

(c) speed and reliability of shipping service ; 

(d) speed and reliability of documentation 

(e) handling of containers — types of boxes, speed of port handling, pilferage 
etc ; and 

(f) inland transport arrangements. 
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4.42. The conference arrangements also leave only limited incentive for 
members lines to compete for each other’s traffic. The specified shares of 
the pooled revenue going to each member line are re-negotiated from time 
to time. It is not, however, usual for a line’s share of the trade to be increased 
on the basis of it having tended consistently to carry more than its specified 
share. Pool shares have been adjusted when new lines have entered the trade 
(for example ANL in 1970 and SCNZ in 1977) but the relative position of 
ACT(A) and OCL has remained the same since the trades were containerised 
over ten years ago. ANL is at present seeking a larger share of pooled traffic. 
The agreements in the New Zealand trades provide for an increase in SCNZ’s 
pool share in 1984-85. 

4.43. The views of some of the major customers using the services are set 
out in Chapter 6. 



Non-conference lines 

4.44. Although the conference arrangements limit both the scope and incen- 
tive for member lines to compete with each other for traffic, the conference 
lines collectively face competition from lines operating outside the conference 
arrangements. This outside competition can be divided into three categories; 

(a) First, there are a number of Comecon lines; principally Polish Ocean 
Lines. 

(3) Second, a number of lines have been able to provide competing services 
on a comparatively small scale, in particular by combining bulk-product 
contracts with container operations. 

(c) Third, freight forwarders are making use of the highly competitive rates 
and over-capacity prevailing in the Pacific and Atlantic trades at the 
present time to charter container space from Europe via North America 
to New Zealand (they are called non-vessel operating container carriers, 
NVOCC). 

4.45. In the period immediately after the routes were containerised non-con- 
ference lines held only a negligible share of the trade (on the Australian routes 
much of the trade was containerised in 1970, on the New Zealand routes 
the trade was containerised between 1972 and 1977). Since 1978 the importance 
of non-conference traffic has grown; figures showing the present position are 
set out in Table 4.6 and paragraph 4.30. This outside competition has had 
an impact upon the level of conference tariffs. The conferences have recently 
had to agree to cuts in the rates charged to some of the boards exporting 
primary commodities (eg wool and meat) from Australia and New Zealand. 
One of the New Zealand export boards has in the last two years offered 
limited contracts to non-conference lines ; this is a bargaining lever in negotiat- 
ing tariffs with the conferences. The trend in tariff levels since containerisation 
also illustrates the effect of non-conference competition ; although clearly the 
extent of competition is only one of several factors which shape this trend. 
Between 1970 and 1978, when non-conference lines started to enter the trade 
to a significant degree, general tariff levels in the Australian trade increased 
in line with inflation. Since then, tariffs have increased by broadly 35 per 
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cent whilst the general price level has increased by 70 per cent. Furthermore, 
increases in rebates offered to shippers mean that in practice the effective 
tariffs paid have increased by far less than 35 per cent. 

4.46. Trade volumes have fallen over the last ten years, in part as a result 
of the United Kingdom joining the EEC. Between 1971-72 trade carried by 
the conference lines between the United Kingdom/Europe and Australia has 
fallen by broadly 40 per cent (north-bound) and 25 per cent (south-bound). 
In both cases the most substantial reduction has occurred in trade to and 
from the United Kingdom. Much of the fall in the north-bound trade occurred 
between 1971-72 and 1977-78; in contrast most of the reduction in south- 
bound trade has occurred since 1977-78. The trade carried by the conference 
lines between the United Kingdom/Europe and New Zealand fell by broadly 
25 per cent between 1971-72 and 1977-78; since then trade volumes have 
remained broadly constant. 

4.47. Setting up a small-scale container service does not necessarily require 
substantial capital expenditure. Container ships can be chartered for very short 

'periods, as little as one round voyage across the Atlantic. Common user port 
facilities can be used in the United Kingdom for a medium-scale service;' 
and marketing and operational management services can be secured on an 
agency basis. Setting up a new container service would be least difficult for 
lines with marketing and operational management services already established 
in Australasia or Europe. 

4.48. The rebates offered to shippers making exclusive use of conference 
services may discourage some customers from diverting traffic to non-confer- 
ence lines ; however, these agreements are often difficult to police in practice. 

Cost rationalisation and economies of scale 

4.49. According to studies carried out by the Marine Transport Centre 
at Liverpool University there are significant economies of scale from using 
larger container ships. The studies (The Competitive Dynamics of Container 
Shipping’ by Sidney Gilman and ‘World Deep-Sea Container Shipping’ by 
Roy Pearson and John Fossey) show that on long routes, such as the United 
Kingdom to Australia, savings in the average cost per container can be 
achieved by increasing vessel capacity up to 3,000 TEUs (and higher): but 

' the most significant cost savings are achieved up to 2,000 TEUs. The ships 
currently operated on the United Kingdom/Europe to Australasia services 
largely fall in the range of 1,400 to 2,000 TEUs and there are proposals to 
replace the smallest vessels in the trade with larger, 2,000 TEU, vessels. Using 
larger vessels may, however, result in the commercial disadvantage of a lower 
service frequency unless there is some further integration (extending the 

I arrangements described in paragraph 4.38) in the schedules of the different 
lines’ vessels. The scope for reducing costs in the Australasian trades by any 
further increase in the size of the vessel employed (after the proposed replace- 
ments) is not substantial and would need to be balanced against the possible 
disadvantage of a lower service frequency. Economies of scale may also exist 
in marketing and administration costs. Overall these functions make up only 
10 to 15 per cent of total costs. 
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4.50. The conference agreements provide procedures for member lines to 
co-operate in adjusting the level of capacity operated to meet an increase 
or fall in the volume of trade. Nevertheless falling trade volumes have meant 
that vessels have had to be withdrawn from the trade to maintain load-factors ; 
member lines have to dispose of, or lay up, vessels which are made surplus 
in this way. 



Other deep-sea>cargo activities 

4.51. In addition to its interests in container shipping Trafalgar owns six 
refrigerated fruit carriers and three oil products carriers (see Appendix 3). 
The fruit carriers are engaged on a three-year time charter to United Brands 
(commencing October 1981); the products carriers are operated on time and 
voyage charters by Cunard Shipping Services Limited. 

4.52. P & O owns two refrigerated cargo ships which are engaged on a 
five-year time charter. P & O is involved in a range of other deep-sea cargo 
activities (see Appendix 8 for details). 



Ferries 

4.53. Trafalgar does not operate any ferry services. P & O operates both 
passenger and freight services to the Continent and in Scotland, and it operates 
freight ferry services across the Irish Sea. 

4.54. Between Dover and France it is estimated that P & O’s market share 
for passengers was 21 per cent in 1982 and its share of freight 15 per cent. 
Similar shares of the traffic on the Western Channel routes were held by 
P & O in 1982. On the North Sea routes P & O is estimated to have held 
12 per cent of total freight ferry traffic between the United Kingdom and 
Holland, Belgium and Germany and a corresponding 5 per cent share of 
passenger traffic in 1982. P & O is estimated to hold a 27 per cent share 
of freight traffic between the United Kingdom and Sweden. 

4.55. P & O provide the only year-round scheduled passenger and freight 
services to Orkney and Shetland; one other line provides a regular freight 
service to the Shetlands. The government provides revenue support for the 
shippers on P & O services to Orkney and Shetland and has recently 
announced its intention to make a capital grant of up to £T3 million to 
P & O towards the cost of a major refurbishment of one of the ferries on 
these services. 

4.56. P & O’s subsidiaries Pandoro and Northern Ireland Trailers hold a 
31 per cent share of freight traffic to Northern Ireland and an 18 per cent 
share of freight traffic to the Republic of Ireland. 



Housebuilding and construction 

4.57. Trafalgar and P «fe O are both involved in new housebuilding through 
Ideal Homes and Bovis respectively. The share of total new housebuilding 
in the United Kingdom contributed by these two companies is comparatively 
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small, estimated at 1 per cent (Ideal) and 1*5 per cent (Bovis) in 1982. Signifi- 
cant parts of both companies’ operations are in the South-East; here it is 
estimated that their shares of new housebuilding are slightly larger at 2*5 
per cent (Ideal) and 2 per cent (Bovis) in 1982. 

4.58. Trafalgar and P & O are both involved in general construction (in- 
cluding civil engineering) in Great Britain. Table 4.7 shows the output of 
different types of construction work in 1982. The individual shares of the 
market for new construction work (excluding housebuilding) held by each 
of the two companies are comparatively small, estimated at 2*5 per cent 
(P & O) and 4*5 per cent (Trafalgar) in 1982. Both companies carry on substan- 
tial business in the South-East of the country. But this is true of many con- 
struction companies ; 40 per cent of total British new construction (excluding 
housebuilding) is carried out in the South-East and a half of this is in Greater 
London. Table 4.8 shows that the construction industry is highly fragmented; 
the largest 38 construction companies accounted for 20 per cent of total new 
construction work in 1982. 



Table 4.7 Construction market: Great Britain, 1982 



New work 
Housebuilding 
Other new work 

All new work 

Repairs and maintenance 

Housing 

Other 

All repairs and maintenance 
Total contractors’ output 



Contractors’ output 
£m 



3,860 

8,470 



12,330 



4,052 

3,354 



7,406 

19,736 



Source; Department of the Environment. 

Trafalgar House turnover (excluding new housebuilding) estimated as £415 million. P & 0 turnover (excluding new housebuild- 
ing, plant hire, electrical equipment, plumbing and ventilation) estimated as £233 million. 



Table 4.8 Structure of the construction market, 1982 



Percentage of total output 



Size of company 


Number 


New work 
% 


Repairs and 


All 


(by number employed) 


of companies 


maintenance 

0/ 

.■ 0 


work 

•>/ 

.• 0 


Up to 3 


100,370 


6 


20 


11 


4 to 13 


33,879 


11 


26 


17 


14 to 34 


6,727 


11 


18 


14 


35 to 79 


2,180 


12 


12 


12 


80 to 114 


411 


6 


3 


5 


115 to 299 


562 


14 


7 


11 


300 to 1,199 


228 


20 


9 


16 


Over 1,200 


38 


20 


5 


14 


All companies 


144,395 


100 


100 


100 



Source; Department of tlie Environment: based on a survey of the work done by private contractors in the third quarter 
of 1982. 
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4.59. Construction work in the United Kingdom is carried out under a 
variety of different types of contract. ‘Fixed price’ contracts provide for the 
construction company to do the work for a fixed price. This type of contract 
has a significant risk element for the construction company, which can suffer 
losses if the job goes badly. An alternative is some form of ‘fluctuating price’ 
contract ; the contractor quotes a firm price with the exclusion of certain ele- 
ments of the make-up of cost. The contract allows for these items to be charged 
at prices which reflect any cost increases to the contractor as the result of 
national or industry price increases. Another alternative is a ‘target cost’ (or 
re-measure) contract in which an outline of the project and targeted cost 
are agreed before work begins. Variations between actual costs incurred and 
the targeted cost are monitored, and responsibility for meeting variations in 
cost is negotiated between the construction company and the customer. A 
fourth type of contract, one which has grown in importance in recent years, 
is the management contract. Here the contractor’s role is essentially to manage 
work sub-contracted to others for which the contractor receives a management 
fee. The management contractor is often precluded from sub-contracting work 
to associated companies (to provide assurance to the customer that sub- 
contracted work is carried out by the most suitable company). 

4.60. Bovis operates a particular type of management contract, the Bovis 
fee contract, under which a budget price is agreed in advance and Bovis also 
agrees a percentage fee on this price. No fee is paid on cost increases over 
the budget price. Virtually all of Bovis’s work lies in fee contracting and 
management contracting. Trafalgar is also involved in management contract- 
ing through Trollope and Colls, but it does not operate fee contracts. 

4.61. The different types of construction contract offer different facilities 
to the client. For example, the procedure for designing a project and then 
seeking competitive tenders, leading to a fixed price contract, gives an assur- 
ance of achieving the lowest price and makes the main contractor entirely 
responsible for completing to time and cost. Management contracting is 
appropriate for larger schemes where in order to achieve earlier completion 
there is a need to overlap design and construction stages, to draw the contrac- 
tor’s expertise into the design process. 

4.62. Both Trafalgar and P & O are also involved in construction overseas. 
Most of Trafalgar’s work has been in the form of package deals involving 
design, construction, equipment and finance. Management contracting work 
has also been undertaken. Trafalgar’s main geographic areas of operation 
are Egypt, Oman and Pakistan, with proposed expansion in Algeria, Bahrain, 
Nigeria and the Far East. 

4.63. P & O’s overseas construction work is exclusively in the form of 
management services— consultancy or management contracting. P & O’s main 
geographic areas of operation are in the Middle East, the USA, Sri Lanka, 
Nigeria and the Congo. 
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Chapter 5 



Views of main parties 

5.1 . This chapter summarises what each company told us about the reasons 
for the bid, sets out each company’s views on the likely effects of the merger 
and summarises the main arguments and evidence each company advanced 
in support of its views. 



REASONS FOR THE BID 

5.2. When asked what were the principal reasons for the bid Trafalgar 
told us it wished to expand its passenger shipping and housebuilding activities 
and the acquisition would be an appropriate way of doing so. It was already 
expanding in construction but the P & O construction business would be 
a useful addition. Similarly the acquisition of P & O’s oil and gas interests 
was attractive in the context of Trafalgar’s own plans for additional investment 
in this sector.^ Deep-sea-cargo and consortia interests had been omitted 
because they were not high on the list of priorities. Trafalgar considered 
P & O had a poor management record and that this had been reflected 
in P & O’s share price. It therefore saw the prospect of being able to 
buy P & O at a reasonable price, improve the management, provide a stronger 
financial base, rationalise the two businesses and increase profitabilitity. 

5.3. Trafalgar considered that the situation in the container trades, includ- 
ing competition from non-conference lines, made further rationalisation of 
the container trades desirable and acquisition of P «fe O could be the ‘catalyst’ 
for opening up discussions with the parties concerned. 

5.4. Trafalgar told us its original estimates of the financial implications 
of the merger had shown some tax benefits but these had not been an impor- 
tant consideration and revised estimates based on more recent information 
indicated that the benefits were likely to be soniewhat smaller than originally 
expected. 

5.5. P & O’s view was that Trafalgar’s bid had been based on essentially 
‘opportunistic’ considerations: 

(a) one was the relationship between the prices of P & O’s stock and Trafal- 
gar’s shares in May 1983. P & O’s share price had been affected by 
conditions in the shipping industry which had suffered from prolonged 



' Trafalgar told us: 

Trafalgar’s plans for expansion started in 1982 and have continued with the recent purchase 
of an interest in the Forties Field. Trafalgar is planning further expansion by exploration and 
development and through the purchase of oil and gas properties, principally in the UK and 
the USA. P & O’s interests in the marketing and transportation of oil and other energy products 
in the USA and Europe may be expected to complement Trafalgar’s interests and assist m their 
expansion. 
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recession. It had begun to rise in 1983 as the benefits of P & O’s restruc- 
turing programme began to come through. Nevertheless P & O’s market 
capitalisation in May had been less than half the underlying net asset 
value of the company. Trafalgar’s share price had fluctuated in recent 
years. Following the merger with Express Newspapers in 1977 the price 
of Trafalgar’s shares had fallen. It had remained depressed until the 
speculation in 1981 that Trafalgar was considering a de-merger. Subse- 
quently the price of Trafalgar’s shares had increased and Trafalgar’s 
market capitalisation in May had been well in excess of the underlying 
net asset value of the company. This relationship between the two share 
prices in May provided Trafalgar with an opportunity to bid for 
P & O on the basis of five Trafalgar shares for four units of 
P & O stock at that particular time; 

(b) another important factor in P & O’s view was that although Trafalgar 
had been trying to diversify out of its traditional property base for 
almost 15 years, ^ these attempts had not been successful. P & O there- 
fore considered Trafalgar’s bid to utilise its share price at or near its 
peak as an attempt to acquire a company much larger than Trafalgar 
which had been substantially more successful than Trafalgar in diversify- 
ing from its traditional base. In P & O’s view Trafalgar also hoped 
‘with little additional effort’ to reap the benefits of P O’s restructuring 
programme. 

(c) P & O also told us in its submission that Trafalgar had indicated that ; 

it would enhance the apparent benefits of the merger by using the 
substantial discount at which it would obtain P & O’s assets to write 
down some of those assets, by £150 million or more, thereby reducing 
the annual depreciation charge and the capital employed and thus, 
without increasing real profits, improve the return ; 

(d) P & O pointed out that this would also be detrimental to the enlarged 
group’s gearing and therefore implied that, despite denials to the con- 
trary, Trafalgar would dispose of parts of P & O fairly rapidly. In 
the absence of such disposals, the gearing of the enlarged Trafalgar 
Group could in P & O’s view be over 100 per cent and this gearing 
problem would be aggravated if Trafalgar had to increase its offer; 

(e) P & O’s estimates had indicated that the acquisition would provide 
Trafalgar with an opportunity to acquire a fresh stock of tax allowances 
arising from P & O’s investment in shipping for use in Trafalgar’s ‘main- 
stream businesses’. P & O stated that the acquisition of tax allowances 
had been a feature of many of Trafalgar’s take-overs from Cunard 
onwards; 

(/) the bid had been timed to coincide with management changes in P 

& 0 . 

5.6. P & O did not regard it as in the public interest that the future of 
P & O should be determined by such considerations. 



1 In some cases in directions which appeared to P & O to have been ‘chosen at random’, 
eg newspapers and publishing. 
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EFFECTS OF THE MERGER 

5.7. Trafalgar’s views were that there would be no reduction in competition 
and that there would be increases in management efficiency and export earn- 
ings and, in the longer term, greater security of employment, with no adverse 
effects on the availability of ships for defence. 

5.8. P & O’ s principal objection was that the merger would damage the 
British shipping industry. It considered Trafalgar was mainly a property and 
construction company; much of Trafalgar’s profits came from skilful dealing; 
Trafalgar had a poor record in cruise shipping; and had little or no experience 
of other activities in which P & O also had a substantial stake. P & O consid- 
ered that the merger would have significant adverse effects on mangement 
and efficiency (particularly on the efficiency of British cruising and its ability 
to compete in the United States and other international markets, on the deep- 
sea-cargo trades, P & O’s ferry business, its related road haulage operations 
and its shipping technical services); on competition (particularly in cruising 
and the container trades); on employment and industrial relations; on export 
earnings; and on the availability of ships, especially passenger ships, for 
defence. 

ARGUMENTS AND SUPPORTING EVIDENCE 

Effects on management and efficiency 
Trafalgar 

5.9. Trafalgar did not accept that a merger as envisaged would adversely 
affect the management and efficiency of P & O’s business as P & O had 
suggested (paragraphs 5.18 to 5.25). On the contrary, Trafalgar considered 
that P & O’s management record compared unfavourably with Trafalgar’s; 
that Trafalgar would be able to make more profitable use of P & O’s assets ; 
and that, although the size of the merged company would not eliminate all 
•risks, it would enable existing enterprises to be safeguarded and new activities 
to be undertaken at less cost and risk to the merged company. 

5.10. In support of its views Trafalgar drew our attention to: 

(a) the ease with which it felt P & O’s activities could be slotted into Trafal- 
gar’s existing organisation;^ 

(b) its confidence that merging P & O’s activities into Trafalgar’s organisa- 
tion and management system would provide more effective direction 
and control ; and 

(c) certain investments Trafalgar had made which it considered illustrated 
its commitment to shipping. 

5.11. Trafalgar considered the strongest evidence to be; 

(a) the pre-tax profits, returns on shareholders’ funds and earnings per share 
of each company in the ten year period 1973 to 1982; and 

{b) the balance sheets. 

1 Subject only to TCB, in relation to which Trafalgar told us at the outset; 

‘We are not bankers and we require at Grouj) level an ability to test the judgment ot those 
responsible within the divisions and the operating companies on the investment decisions they 
want to make’. 
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In Trafalgar’s view these demonstrated that Trafalgar had ‘a strong financial 
and management base’ and P & O did not. The relevant figures for pre-tax 
profits, returns on shareholders’ funds and earnings per share are given in 
Appendix 13. 

5.12. Trafalgar did not regard P & O’s figures comparing the profitability 
of each company’s cruise operations over the period 1973 to 1982 (paragraph 
5.21 and Appendix 14) as a reliable guide to management efficiency in cruise 
shipping, since during part of this period Trafalgar was still engaged in imple- 
menting measures designed to deal with the problems associated with Cunard’s 
cruise business when Trafalgar took it over in 1971. In Trafalgar’s view the 
most significant figures were those from 1980 to 1982 and Trafalgar’s profit 
forecasts for 1983 and 1984. 

5.13. On the profitability of each company’s interests in the container trade 
Trafalgar said: 

P & O’s interests in the container trade are through OCL, the management 
of which is independent of P & O and cannot reflect upon the efficiency 
or otherwise of P & O in the container sector ; and secondly that OCL 
operates not only in the Australasian trades, where ACT(A) also operates, 
but also in other trades where the trading conditions are not necessarily 
the same, with the result that comparison of the results of OCL and ACT(A) 
could not be expected to illustrate the relative efficiency of the two consortia. 
Moreover, the published results of OCL and ACT(A) are in any event 
not comparable since, whereas OCL owns its ships, ACT(A) charters ships 
in from the consortium members. In relation to the Australasian trades, 
where OCL’s and ACT(A)’s interest did overlap,^ Trafalgar expected that 
OCL’s post-interest results would, like ACT(A)’s, show a loss by reason 
of the difficult trading conditions on these routes. 

5.14. On the balance sheets and the debt/equity ratios of Trafalgar, 
P & O and the merged company, and the likely effects of the merger on 
the financial strength of the companies, Trafalgar provided the information 
at Appendix 15. Trafalgar’s financial advisers, Kleinwort Benson Ltd, told 
us that Trafalgar was not committed to satisfying any increase in the offer 
by paying cash and they regarded the gearing ratios predicted as acceptable. 

5.15. Trafalgar told us that such technical problems as had occurred in 
its cruise fleet stemmed mainly from the unique nature of the QE2 and to 
a lesser extent from design faults in other ships. Trafalgar told us that it 
had made every effort, including major expenditure, to cure these faults and 
that in the year ended 30 September 1983 there had been no cancellations 
or changes in the cruise programmes of the Cunard Countess and the Cunard 
Princess. Trafalgar did not consider that the technical problems on the QE2 
reflected upon Trafalgar’s overall management efficiency. In response to a 
suggestion that when the QE2 was requisitioned for use in the Falklands 
operation it was found not to be in a satisfactory condition, Trafalgar provided 
evidence to show that tie Department of Trade survey concluded that the 
‘vessel was in very good condition throughout’. 



^ Paragraph 5.21. 
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5.16. Trafalgar told us that it operated and managed its own container 
ships and there had been no technical difficulties with these. It also told us 
that, although there had been some run-down in Cunard’s technical services 
in line with the reduction in its fleet following acquisition by Trafalgar, these 
were capable of meeting Trafalgar’s requirements and also did work for other 
companies. 

5.17. In reply to the Commission’s questions as to the role of Trafalgar’s 
executive committee (paragraph 2.7), Trafalgar emphasised that the executive 
committee gave full reports to the main board which saw all the executive 
committee minutes, reviewed the performance of all divisions and took deci- 
sions on major policy proposals. 



P & O 

5.18. P & O did not accept that there would be advantages as Trafalgar 
had suggested in combining the two companies under Trafalgar’s manage- 
ment. It drew our attention to P & O’s own divisional organisation and mana- 
gement system (paragraph 3.7) and took the view that; 

(a) P & O’s requirements were and those of a merged company would 
be different from those of Trafalgar, for which Trafalgar’s existing 
organisation and management system had been designed. P & O had 
a much larger interest in shipping than Trafalgar, with interests extend- 
ing well beyond cruising and the container trades. It was also engaged 
in activities (including ferries, road haulage, oil trading and banking) 
where there was no overlap with Trafalgar’s operating divisions; 

{b) not only the ‘mix’ of activities but the policies of the two companies 
were different, particularly in relation to shipping and associated activi- 
ties where major decisions needed to be based on relatively long-term 
considerations ; 

(c) Trafalgar had much less management expertise than P & O in shipping, 
no experience in cargo and passenger ferries, in the operation of other 
specialist types of ships and the ‘arbitrage’^ arrangements associated 
with the non-liner cargo trades and no expertise in other areas of 
P & O’s activities, including road haulage, fee management contracting, 
oil trading and banking.^ The expertise of Trafalgar’s board was orien- 
tated to the property and construction businesses ; 

(d) the inevitable changes at senior and middle management in P & O were 
bound to be seriously disruptive of P & O’s businesses, the more so 
following so soon after the changes P & O had made. 



1 If spot market freight rates are above the contract rate, profits can be increased by reducing 
contract liftings to the minimum level permitted under the contract and chartering out as much 
shipping capacity as possible at the market rate— and vice versa when market rates are below 
contract rates, This is a simple example of what is called ‘arbitrage’. P & O told us that in 
practice the operations are usually more complex and call for wide experience in appraising 

developments in volatile markets. , , ^ r- a t 

== P & O drew attention to the size of its road haulage business and to the facts that FALCO s 
oil trading activities and TCP’s banking operations made major contributions to P & O s profits. 
Each of these activities (and P & O’s ferry operations) were growth areas in which Trafalgar 
had no management experience. 
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5.19. P & O provided us with comments on figures supplied by Trafalgar 
and designed to show pre-tax profits, returns on shareholders’ funds and earn- 
ings per share of the two companies over the years 1973 to 1982. P & O’s 
comments stated that these overall figures did not provide a basis for assessing 
Trafalgar’s management skills in areas outside property and construction (such 
as cruising, container shipping and newspapers) in which Trafalgar had been 
engaged and still less in areas (such as ferries, road haulage, oil trading and 
banking) in which Trafalgar had not been engaged. 

5.20. Another of P & O’s main conclusions was: 

The tables demonstrate that in the last decade, with a highly inflationary 
environment and a volatile world economy, it was better to be in property 
dealing and construction than in shipping. The facts are, however, that 
in 1973 P & O was a large shipping company with a very small investment 
in non-shipping activities whilst Trafalgar was a property and construction 
company with some shipping interests acquired cheaply. The figures do 
not demonstrate that, given a reversal of positions, Trafalgar would have 
performed better than P & O. 

5.21. P & O’s view was that much more reliable indicators of the efficiency 
of Trafalgar’s management of its shipping businesses over the ten years 1973 
to 1982 would be the profitability figures for the cruising and for the container 
shipping interests of both companies. It provided us with the cruise figures 
for this period (Appendix 14) which, in P & O’s view, showed that P & O 
had outperformed Trafalgar in cruising. P & O also told us that the 1982 
figures for P & 0 and Trafalgar had been affected by the Government’s need 
for passenger ships for use in the Falklands, which involved two-thirds of 
Trafalgar’s cruise fleet and one-quarter of P & O’s. P & O provided us with 
figures showing the results for OCL’s operations in the container trades with 
New Zealand and Australia for the five years 1977-78 to 1981-82 which 
showed worthwhile profits before interest, despite the severe recession in ship- 
ping in recent years. P & O told us the figures continued to show a worthwhile 
profit after making appropriate allowances for interest charges. It had not 
got access to comparable figures for ACT(A)’s Australasian trades.^ 

5.22. P & O provided us with detailed evidence in support of its view that 
P & O’s balance sheet was strong and that there had never been any problem 
in raising new funds for necessary investment. It drew attention, inter alia, 
to the substantial reductions in P & O’s net borrowings from the end of 
1978 to the end of 1982 and to P & O’s debt/equity ratio over the same 
period with forecasts for 1983 and 1984. As to the likely position of the merged 
company, P & O provided us with estimates and the assumptions on which 
they were based which showed substantial increases over the debt/equity ratios 
of both companies to approximately 100 per cent for the combined group 
in the event of a merger. Appendix 16 shows the estimated effect based on 
1982 published figures. P & O’s estimates showed a similar combined debt/ 
equity ratio applying at the end of 1983 and beyond. P & O concluded that, 
contrary to what Trafalgar had told us, the proposed merger would reduce 
the financial strength of both Trafalgar and P & O and thus hamper the 
maintenance of existing businesses and the creation of new ones. 



^ Paragraph 5.13. 
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5.23. P & O was also concerned about the ‘heavy concentration’ of 
Trafalgar’s management experience in property and construction and was criti- 
cal of the authority of Trafalgar’s two-man executive committee. P & O con- 
sidered both factors provided further support for its view that merging 
P & O into the Trafalgar system would adversely affect the management 
of P & O. 

5.24. On the question of Trafalgar’s technical management, P & O drew 
attention to problems in the QE2, the Cunard Princess and the Cunard Coun- 
tess which had led to mechanical breakdowns, with consequential delays and 
in some cases cancellations, in Trafalgar’s advertised cruise programmes. 
P & O considered they were serious reflections on Trafalgar’s technical 
competence, helped to explain Trafalgar’s poor performance compared with 
P & O in the cruise market, and had tarnished Cunard’s reputation. 

5.25. Against this background P & O considered that the merger was likely 
to have adverse effects on efficiency. 

Effects on relevant activities and competition 

5.26. Trafalgar and P & O also reached different conclusions about the 
likely effects of the merger on each of P & O’s main activities. 

P & O 

5.27. Importance of British shipping. P & O emphasised the importance for 
the United Kingdom of a strong shipping industry — ^not only because of the 
strategic importance of British ships, and of British seafarers and shore-based 
staff to operate them, but also because of the important contribution which 
a well managed shipping company such as P & O made to the United Kingdom 
economy and Britain’s world-wide trading interests. It also drew attention 
to the national policies adopted by some countries and the problems which 
these (and the current recession in world trade) posed for the United Kingdom 
deep-sea-cargo trades, and especially the cross-trades.^ Against this back- 
ground it considered particular importance should be attached to P & O’s 
trading connections, built up over many years, which had led to harmonious 
and productive trading relationships (including those with Japanese shippers 
and shipowners) and conference rights. P & O also attached importance to 
what it regarded as its proven efficiency and technical competence in shipping 
and the range of shipping skills available at all levels in P & O. These were 
factors which enabled it to appraise existing activities pd develop new ones 
in the light of long-term assessments of the prospects in a range of different 
trades, ie to make appraisals which in P & O’s view ought to determine major 
investments in shipping— since they must necessarily in many cases be 
relatively long-term. 

5.28. Lord Inchcape, who was the chairman of P & O during the earlier 
stages of our inquiry, told us that the board felt that the future of P & O 
lay in the development of its non-shipping businesses, while hoping to retain 
the investments in shipping provided they appeared likely to be profitable. 
Mr Sterling, after he had become chairman, confirmed this; P & O, he said. 



> Where a United Kingdom line provides a service between two other countries. 
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would continue to be a shipowner, provided it could see prospects of satisfac- 
tory profits from shipping. It could be said that the commercial objectives 
of each company were very much alike — ^to ensure that assets were employed 
profitably. In P & O’s view, however, there were marked differences between 
the ways in which the companies would in practice seek to achieve these 
objectives. P & O saw itself as a major transportation company and service 
group. It intended to maintain these interests and to develop them further 
where possible. Trafalgar on the other hand had not decided, in P & O’s 
view, to be a major transportation company. It had much less shipping experi- 
ence and was less likely than P & O to maintain a business through cyclical 
fluctuations characteristic of some shipping activities. 

5.29. Against this background and taking account of Trafalgar’s manage- 
ment record since taking over control of Cunard and of the apparent short- 
term nature of Trafalgar’s shipping investment policy as exemplified by the 
decision not to re-engine its container ships, P & O considered : 

A handing over of the control of P & O to Trafalgar management would 
inevitably result in a reduction in the UK’s overall investment in shipping, 
a deterioration in the shipping, operational and technical skills available 
to the UK, a reduction in employment for British seafarers and a consider- 
able reduction in overseas earnings. 

5.30. P & O also drew attention to the difference in structure of OCL 
as compared with that of ACT(A), OCL being an integrated company in 
its own right, a structure which the 1970 Rochdale Committee of Inquiry 
into Shipping had regarded as preferable, whereas ACT(A) was a looser form 
of joint venture. 

Trafalgar 

5.31. Cruise shipping. Trafalgar’s view was that combining the two principal 
United Kingdom lines would enable Trafalgar to : 

{a) reduce overhead costs (particularly marketing and advertising costs in 
the United States) by spreading them across a larger volume of business; 
and 

{b) improve the choice of schedules available to passengers, thus enabling 
the combined fleet to develop its position in the international market 
more effectively. 

Trafalgar therefore expected overseas earnings to increase. 

5.32. It foresaw no adverse effects on competition. In Trafalgar’s view it 
was not possible to evaluate competition in terms of a United Kingdom 
market, nor to assess the effects on competition by reference to ‘an aggregation 
of UK-owned tonnage available for passenger cruises’ ; cruise operations were 
by their nature international and the effects of the merger on competition 
could only be evaluated ‘in terms of international supply and demand in that 
market, indeed within a substantially larger market in travel and holidays 
generally’. Trafalgar also told us that the major source of demand : 

lies and niay in the future continue to be expected to lie in North America. 
To put this issue in focus, about 95 per cent of Trafalgar’s passenger cruises 
originate in North America and, to the best of our knowledge, over three- 
quarters of P & O’s passenger cruises originate in that area and in Australia. 
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Bearing in mind the economies Trafalgar expected to derive from operating 
more ships Trafalgar told us it considered: 
the relevance of bringing the two fleets under one ownership is not a ‘mono- 
poly’ in the ownership within the UK of such tonnage, it is a strengthening 
of the international competitiveness of the merged concern, 

5.33. Trafalgar doubted the value of the market survey evidence (paragraph 
5.35) provided by P & O as a basis for drawing conclusions about the facilities 
and service provided by each company and its standing in the market. It 
said that : 

(a) P & O as the largest operator in the United Kingdom could be expected 
to show up well in surveys relating to the United Kingdom; 

{b) polls of travel agents were not reliable guides to passengers’ views, par- 
particularly since in many cases these were carried out in areas of North 
America where P & O had offices and Cunard did not; 

(c) the passages quoted from the survey of the American market carried 
out for certain North American cruise lines, being only extracts, could 
be misleading ; 

(d) Cunard as a matter of policy did not employ a large field force to 
serve travel agents ; 

(e) the survey of agents in Los Angeles, San Francisco and Chicago had 
been commissioned by P & O and related to areas where Trafalgar 
was less well represented than P & O ; and 

(/) surveys ‘not done by the cruise industry’ would be more reliable guides. 
Trafalgar also told us that three guides published by three different companies 
gave the two Norwegian ships recently acquired by Cunard the highest ratings 
and Fielding’s guide rated the QE2 as up to 5 stars plus. 

P&O 

5.34. Cruise shipping. P&O considered that the merger would damage 
P & O’s cruise business. It reached this conclusion mainly in the light of 
its views that: 

P&O had outperformed Trafalgar, eg in terms of reliability, maintenance 
and service, reputation with customers and travel agents and consequently 
profitability; that following the proposed merger Trafalgar’s system of 
management, along with its maintenance and service standards, would pre- 
vail and adversely affect P & O’s cruise business in much the same way 
as they had affected Cunard’ s cruise business, ie by damaging P & O’s 
reputation, reducing turnover and profitability and increasing the pressure 
on Trafalgar to sell or flag out cruise ships ; and that reductions in revenue 
would more than offset cost savings on marketing and other overheads. 

5.35. In support of its views about the standard of service and reputation 
of P & O cruises, P&O told us that : 

(fl) it was the United Kingdom market leader in cruising, had always won 
the Silver Globe Award sponsored annually by ‘Travel News’ on the 
basis of travel agents’ votes and had recently been voted ‘best cruise 
line operator’ on the basis of a poll of all United Kingdom travel agents 
sponsored by ‘Travel Trade Gazette’ carried out by Gallup Surveys 
Ltd in 1983; 
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{b) its own passenger surveys showed a high level of passenger satisfaction 
and repeat business ; 

(c) a recent trade survey of the Australian cruise market awarded P & O 
a higher score than Sitmar, its nearest rival ; 

(d) conclusions from a survey carried out amongst travel agents in 1983 
for member companies of the United States-based Cruise Lines Interna- 
tional Association by The Gallup Organisation Inc emphasised the 
marked differences between the relative perception in the United Sates 
travel trade of Cunard and P & O’s Princess Cruises and indicated 
in P & O’s view the damage that could be done to P & O’s business 
in this market by an association with Cunard ; 

(e) a survey commissioned by P & O and carried out by the National 
Research Foundation for Business Statistics amongst travel agents in 
Los Angeles, San Francisco and Chicago showed Princess Cruises to 
be perceived as significantly superior to Cunard ; and 

(f) the respective records demonstrated that there was a significantly greater 
degree of mechanical and technical reliability across the P & O cruise 
fleet in comparison with Cunard, whose performance in this respect 
was consistently poor. 

5.36. The precise size of the combined fleet would depend partly on whether 
Trafalgar was able to conclude the sale of the Cunard Countess and the 
Cunard Princess (see paragraph 5.55) and, if not, what plans it would make 
for these and the other ships. However, it seemed to P & O reasonable on 
the basis of Trafalgar’s past policies and precedents, supported in P & O’s 
view by a conversation with Mr Ralph Bahna, President of Cunard Cruise 
Ships at the beginning of November 1983,^ that Trafalgar would aim to con- 
centrate the general management of its fleet in New York; place four of 
P & O’s ships (Island Princess, Pacific Princess, Sea Princess and the new 
building Royal Princess) under the Bahamian flag; sell the Sun Princess; and 
withdraw the Canberra and Oriana, using the QE2 as a partial replacement. 
On this basis P & O’s estimates envisaged substantial reductions in profit- 
ability, due to loss of revenue, only partially offset by savings in costs. Revenue 
would be lost due to the smaller overall cruise programme but most impor- 
tantly revenue losses would arise in the United States as a result of a poorer 
quality Princess product with Cunard standards and as a consequence of 
the reverse economies of scale which would show up in trying to place a 
larger fleet under one management in New York. 

5.37. In these circumstances adverse effects on export earnings, employment 
and defence would be inevitable and for the reasons mentioned below (para- 
graphs 5.86 to 5.90, 5.96 to 5.99 and 5.54 to 5.62) P & O expected them 
to be substantial. 



5.38. P & O’s view was that the nature of the markets and the effect of 
the merger on market shares supported its view that the merger would have 
adverse effects on competition. It told us that P & O and Cunard were the 



^ This was an infonnal conversation between Mr J A Watters of P «fe O and Mr Bahna of 

attending an international shipping 
meeting. Trafalgar kept no record of the conversation and did not accept P & O’s interpretation. 
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only two British companies remaining in the cruise market. On a world-wide- 
basis this market provided holidays for about two million people annually. 
Of this total market, P & O estimated that cruising for United Kingdom 
customers represented some 100,000 people annually and was valued at some 
£80 million. United Kingdom cruising encompassed holiday opportunities on 
board cruise ships that left United Kingdom ports, together with ‘fly-cruises’ 
from the United Kingdom and cruise vessels originating elsewhere but calling 
at United Kingdom ports to embark passengers. Within the United Kingdom 
cruising market P & O considered there was ‘a unique market’ for round 
trip cruises from United Kingdom ports which were attractive to a certain 
group of people. Of the totaP passenger berth/days on offer in the United 
Kingdom, 83 per cent were for cruises that left United Kingdom ports and 
returned to United Kingdom ports. This type of holiday was particularly 
attractive for people who either did not like air travel, disliked travel arrange- 
ments involving transfers and different forms of transportation or wished to 
visit countries overseas but in accommodation with the security and hygiene 
standards of Great Britain.^ P & O provided estimates to show that, of the 
total cruises aimed specifically at these United Kingdom customers, P & 0 
had a 60 per cent share and Cunard 1 1 per cent. The proposed merger would 
therefore increase concentration and in P & O’s view reduce competition still 
further. 

5.39. P & O also drew attention to the effect of the merger on market 
shares in the United States west coast cruise trade. It told us that it had 
seen this as a matter for the United States competition authorities in the 
first instance but did not now expect them to take any action. 



Trafalgar 

5.40. Ferries. Trafalgar told us that it had no intention of disposing of 
P & O’s ferry business. It saw the ferry services to other European countries 
as a growth sector of the shipping industry. It believed a merged company 
could improve on P & O’s past performance and provide substantial funds 
for additional investment if required. It appreciated the particular importance 
of labour costs in this sector and the need for co-operation between manage- 
ment and unions. Since Trafalgar was not engaged in the ferry business there 
would be no effect on market shares, in Trafalgar’s view, other than an in- 
crease attributable to the more efficient operation of that business. Trafalpr 
told us it had disclosed to the British Rail Board its possible interest in Sealink 
in the event of ‘privatisation’. 



P & O 

5.41. Ferries. P & O drew attention to paragraphs 5.40, 5.51 and 5.71 of 
the Commission’s report on European Ferries/Sealink (1981) which in its view 
indicated the beneficial effects which P & O’s entry had had on competition 



1 P & O included in this total of passenger bertiydays on offer m the United Kingdom all 
cruises from United Kingdom ports and also fly-cruises provided by P & 0- 
by other lines were not included in the total because, P & O told us the fly-cmises offered 

by other lines were not specifically directed at the United Kmgdom racket . nnimie 

P & O regarded the fact that 90 per cent of the costs were UK-based as another uni(]ue 
feature, thus providing a benefit to the United Kingom balance of payments by avoiding foreign 
exchange costs on a foreign holiday. 
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in the cross-Channel trade ; to the difficult trading conditions created largely 
by what P & O regarded as unfair competition from Sealink; the age of 
P & O’s cross-Channel fleet and the probable need therefore for substantial 
investment in new ships once the uncertainties about Sealink had been resol- 
ved;^ the value of P & O’s berthing rights in Dover to foreign lines, two 
of which (Olau Line and Sally Line) had already begun to operate on some 
Channel routes ; the expertise required in running ferry operations successful- 
ly; and the particular importance of good industrial relations, in view of the 
numbers of seafarers necessarily involved and the significance of their wages 
in total operating costs. ^ Against this background P & O considered it likely 
that Trafalgar would dispose of some, if not all, of P & O’s ferry interests 
and that the most likely purchasers would be foreign operators with conse- 
quential adverse effects on the foreign earnings of United Kingdom shipping. 
In P & O’s view even if Trafalgar retained some of P & O’s ferry operations, 
Trafalgar’s record in cruise shipping and labour relations,^ coupled with its 
lack of experience of ferries, provided in P & O’s opinion strong evidence 
in support of P & O’s view that if any parts of P & O’s ferry business were 
retained they would be adversely affected by the merger and compete less 
effectively than hitherto. 

Trafalgar 

5.42. Cargo shipping. Trafalgar referred in its submission to the problems 
facing the United Kingdom shipping industry and the reductions in the mer- 
chant fleet in recent years. It also drew attention to the rationalisation that 
had taken place particularly in the container trades. However, Trafalgar was 
not at all sure that the cost reductions and increased efficiency achieved 
so far would be sufficient to enable the United Kingdom industry to meet 
increasing competition from the larger international operators’. It saw further 
rationalisation as a possible solution to some of these problems and considered 
that a merger of Trafalgar and P & O might enable the company to stimulate 
further consideration of the question. 

5.43. As regards competition Trafalgar’s view was that the overlap in con- 
tainer services between United Kingdom/Europe and Australia/New Zealand 
(and to a minor extent between United Kingdom/Europe and the Red Sea) 
needed to be assessed in the light of : 

(a) the pre-emption arrangements incorporated in the ACT(A) and OCL 
agreements; and 

(b) the nature of the trade and the conference arrangements on these par- 
ticular routes. 

On the question of pre-emption rights Trafalgar told us that it had sought 
the views of both its ACT(A) partners (Blue Star and Ellerman) and of P 
& O s partners in OCL (Ocean and British and Commonwealth) and at the 

^ On 31 January 1984 P & O informed us that it had a firm interest in Sealink UK Ltd. 

2 Appendix 17 gives a breakdown of total operating costs. 

^ On industrial relations generally, P & O told us : 

Trafalpr’s abrasive industrial relations record will inevitably attach to P & O. Trafalgar’s experi- 
ence shows no significant improvement in labour costs over those of P & O for comparable 
products; a point which imght otherwise justify a tougher stance. The standard of P & O’s 
service would inevitably suffer. 
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time of its submission each had reserved its position.^ In Trafalgar’s view, 
however, if either set of partners were to exercise its option this would leave 
the present competitive situation in the trades concerned unchanged. More- 
over, if, as Trafalgar hoped, it were able to retain interests in both ACT(A) 
and OCL following the merger there would in Trafalgar’s view be no adverse 
effects on competition. It would have only minority interest in the two consor- 
tia. On the routes where both ACT (A) and OCL provided container services 
they did so in Trafalgar’s view not in competition but in co-operation with 
each other under the conference arrangements and these services would con- 
tinue to be subject to effective competition from non-conference operators 
which was increasing. In Trafalgar’s view, no effects on competition arose 
in relation to the other container routes in which Trafalgar and P & O cur- 
rently had interests, since ACL’s Atlantic services were complementary with 
OCL’s other services and the CAMEL and OCL services to the Red Sea 
overlapped to only a minor degree. Trafalgar’s conclusion therefore was that 
Trafalgar and P & O operated in an international market of which neither 
had a significant share and that the merger should increase competitiveness 
by creating a stronger and more effective enterprise, particularly if Trafalgar 
were able to retain interests in both ACT(A) and OCL. 

5.44. In support of its view that ACT(A) and OCL provided services on 
common routes in co-operation rather than competition with one another, 
Trafalgar told us that in its view effective competition between the two had 
been extinguished on price and volume of business by the relevant conference 
arrangements. In this connection it drew particular attention to the revenue 
pooling and slot exchange arrangements on the Europe/United Kingdom- 
Australasia routes and the fact that, irrespective of whether shippers employed 
ACT(A) or OCL, the containers were invariably carried on the next available 
ACT(A) or OCL ship operating between the ports concerned. 

P&O 

5.45. Cargo shipping. The general considerations which, in P & O’s view, 
supported its case that the merger would adversely affect the United King- 
dom’s deep-sea-cargo trades were that in the case of liner shipping a substan- 
tial proportion of OCL’s business (particularly in the Far East and Middle 
East) stemmed from trading rights developed by P & O before OCL was 
formed which could be put at risk by a change of ownership of P & O. 
The success of this business also depended on a delicate network of partner- 
ships, joint ventures, consortia, conferences and long-term contracts with other 
ship owners, and somewhat similar relationship with shippers and freight for- 
warders, all of which would be put at risk by changes of management, particu- 
larly in view of the importance of longstanding personal relations at senior 
management level in these matters. 

5.46. More specifically, in some trades P&O expected losses to result 
from the reduced support from shippers (who if deprived of choice would 
be likely to turn increasingly to non-conference lines) and also from the fact 
that the merger would provide an opportunity for certain national lines to 

^ Trafalgar provided the Commission with the answers it had received from those companies 
and was not aware of any subsequent changes in the position of any of those companies. 
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increase their demands for a larger share of the trade to offset the size of 
the combined British group. This was expected to result in the withdrawal 
of one OCL ship. Other lines would also, in P & O’s view, see the change 
as providing an opportunity to press claims for increased shares of the trade 
and would be in a strong position to do so since their present shares were 
less than those of the British lines and the change in ownership would be 
seen by them as breaking P & O’s historical association with these trades 
on which OCL’s shares were based. This could result in the withdrawal of 
a further OCL ship. Certain of the above arguments would also apply in 
the case of the bulk trades, in respect of which P & O provided us with 
information about its current earnings and the basis for its conclusion that 
the loss of its Japanese contracts and the associated Australian contracts would 
undermine the viability of the business. The effect on other lines in which 
P & O had interests (Panocean Storage and Transport, LNG Carriers, Anglo 
Nordic Shipping and Bulk Shipping Associates) would depend on whether 
P & O’s partners exercised their purchase rights, where these existed, but 
in P & O’s view any losses in this area were likely to be small. 

5.47. P & O was concerned that the United Kingdom’s interests overall, 
not only in routes to and from the United Kingdom but also in valuable 
cross-trades based on long-established arrangements with the Japanese and 
other Far East owners and shippers, would be put at risk. P & O envisaged 
losses in view of the pressure on cross-traders operating on these routes. Again 
in P & O’s view a ship would probably have to be withdrawn. 

5.48. P & O did not consider that the significance of the merger for competi- 
tion in the container shipping industry could be dismissed simply because 
P & O’s holdings in OCL and Trafalgar’s holdings in ACT(A) and ACT 
had been described as ‘minority’ holdings. In P & O’s view it was necessary 
to look at the actual size of the holdings and of the consortia’s interest, particu- 
larly in the Australasian trades. P & O told us that if the other shareholders 
in OCL did not take up the P & O share then Trafalgar would end up with 
a major share in the activites of both ACT(A) and OCL. With a 47*3 per 
cent interest in OCL, a 42*5 per cent interest in ACT(A) and a 20 per cent 
interest in Atlantic Container Line (ACL), Trafalar would clearly seek some 
form of integration. Holdings of this order in both ACT(A) and OCL would 
in P & O’s view give Trafalgar effective control of the policies of OCL and 
ACT(A), including their investment policies, and put Trafalgar in a position 
to press for ‘rationalisation’ of the container trades. 

5.49. Similarly P & O did not consider that, because competition between 
OCL and ACT (A) in the container trades was restricted by the existing confer- 
ence arrangements, it was possible to disregard the fact that the merger would 
reduce such competition still further, if not eliminate it. 

5.50. As regards the United Kingdom and Australia/New Zealand trades 
P & O estimated the total gross revenue of these trades for 1983 at about 
£180 million. It told us that, on the basis of its figures for the shares of 
conference and non-conference members (which it provided to us), OCL and 
ACT(A) would control 89 per cent of the Australian conference business and 
84 per cent of the New Zealand conference business. Since the balances were 
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held by lines marketed by ACT (A) and OCL competition between the confer- 
ence members in these trades would be eliminated. P & O took the view 
that there was scope for competition as shown by the facts that: OCL and 
ACT(A) each had a separate sales force covering the United Kingdom and 
other countries ; the conference arrangements did not rule out price competi- 
tion in certain areas, since they did not lay down fixed rates for all traffic; 
the revenue pooling arrangements applied only to that traffic for which the 
rates were fixed; even in these cases only the sea leg revenue was pooled, 
inland transport revenue was not ; and the sea leg was only one of the services 
provided to shippers under the conference arrangements. Members were there- 
fore able to compete over a range of associated services such as through-trans- 
port, road haulage, documentation and the storage and distribution of cargoes. 
Moreover, even in those areas where rates were fixed and revenue pooled, 
OCL and ACT (A) had every incentive at present to compete with each other 
since the profitability of each consortium’s operation was dependent on its 
ability to improve efficiency and keep costs down. 



AvailabUity of ships for defence 

5.51 . Trafalgar told us that for a combination of reasons it did not consider 
that the merger would have any adverse effects on the availability of ships 
for defence. There was the fact that P & O had, largely for historic reasons, 
been able to agree with the unions arrangements for the employment of British 
and foreign seafarers on P & O ships at levels which reduced the pressure 
to flag out. Against this background it would be Trafalgar’s aim to retain 
existing manning arrangements on P & O ships. Moreover, as stated in the 
offer documents sent to P & O shareholders, Trafalgar had no plans to flag 
out any of P & O’s British registered ships. As to the Royal Princess, not 
yet registered, Trafalgar told us that it saw no reason why it should not be 
registered under the British flag, the appropriate manning arrangements hav- 
ing presumably already been agreed by P & O with the unions. Finally, in 
Trafalgar’s view there was no reason to suppose that Bahamian legislation 
would in any way prevent the Government in an emergency from requisition- 
ing British-owned ships registered in the Bahamas. 

5.52. Trafalgar drew attention to recent Bahamian legislation, namely the 
Merchant Shipping (Amendment) Regulations 1983 which had been made 
under the Merchant Shipping Act 1976 as amended by the Merchant Shipping 
(Amendment) Act 1983. The Act and the regulations made under it provided 
that, where an Agreement or Memorandum of Understanding existed between 
the Bahamas and another country providing for the waiver of Bahamian sover- 
eignty over a Bahamian ship in foreign ownership, a waiver would be allowed 
in response to a request made in the appropriate form to the original registrar.^ 
Trafalgar concluded that ‘the willingness of the Government of the Bahamas 
to assist HMG in this way in relation to the Falklands operations or any 
other emergency cannot be in doubt’. 



5.53. It followed from what Trafalgar told us about the likely effects of 
the merger on flagging out and manning that in Trafalgar’s view there would 
be no reduction in the availability of British crews. 



^The regulations provided for such a request to be made, inter alia, at the time of initial 
registration. 
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5.54. P & O considered the merger was likely to lead to : 

{a) more flagging out and sales abroad of British ships, particularly pas- 
senger ships ; 

{b) further reductions in the number of British seafarers and shore-based 
support staff ; and 

(c) lower technical standards in passenger ships retained, whether or not 
under the British flag. 

5.55. P & O based these views on the following points. First, it told us 
that it appeared to be Trafalgar’s aim to flag out all its cruise ships with 
the exception of the QE2 and that Trafalgar had made this clear when Trafal- 
gar’s flagging out of the Cunard Princess and its attempts to flag out the 
Cunard Countess had led to a national strike in the United Kingdom shipping 
industry. Secondly, there were Trafalgar’s current attempts in co-operation 
with Cruise America Line Inc to persuade the United States authorities to 
introduce legislation which would enable Trafalgar to sell both these ships 
to Cruise America Line for registration under the United States flag. Thirdly, 
there was the fact that Trafalgar had decided on purchasing the Vistafjord 
and SagaQord from Norwegian American Cruise Line (presumably in anticipa- 
tion of the sale of the Cunard Princess and Cunard Countess) to take the 
ships out of the Norwegian registry and re-register them in the Bahamas. 

5.56. P & O contrasted this with its own policy which was to place all 
its cruise ships under the British flag. On purchasing foreign flagged cruise 
ships (and ferries) it had re-registered them under the British flag. Consistent 
with this policy all P & O cruise ships were British registered. 

5.57. In P & O’s view the main purpose of flagging out was to reduce 
crew costs by employing foreign crews. P & O, however, had negotiated ar- 
rangements for the employment of British and foreign crew members at levels 
which enabled it to compete on more nearly equal terms with foreign registered 
ships. P & O considered this alternative less open to Trafalgar, because of 
^e difficulties created by Trafalgar’s approach to labour relations and because 
Trafalgar would in any case be under more pressure to flag out in order 
to reduce costs, bearing in mind that in P c& O’s view Trafalgar did not 
match P & O in terms of efficiency. P & O was therefore sceptical about 
assurances Trafalgar might give about continuing P & O’s existing manning 
and flagging arrangements. It drew attention to the statement Trafalgar’s 
Chairman had included in the offer documents sent to P & O’s shareholders 
that We have no plans to flag out any of P & O’s British registered ships’. 
It regarded the words as having been ‘carefully chosen and not reassuring 
particularly bearing in mind that P & O’s new building, the Royal Princess, 
is still on the stocks and is not as yet registered under any flag’. 

5.58. P & O also saw serious difficulties about relying on the requisitioning 
of foreign flagged ships in the event of a British national emergency, bearing 
in mind for example that Bahamian legislation could be further amended, 
international law had to be respected and it was essential for the United 
Kingdom to be able to act very quickly. P & O’s conclusion was therefore 
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that the Government could only rely on ships being immediately available 
if they were registered under the British flag and officered by British nationals. 

5.59. It was P & O’s view that since a prime purpose of flagging out British 
cruise ships was to replace British personnel with foreign crews, the application 
of Trafalgar’s policy to P & O would also reduce the numbers of British 
seafarers available in an emergency. 

5.60. P & O also drew attention to the need for reliability in passenger 
ships and to what it regarded as Trafalgar’s poor record in this respect. 

5.61. P & O considered that, although there were no Government restric- 
tions on the sale of ships abroad or flagging out British ships, any likely 
increases in either were matters that needed to be taken into account in assess- 
ing the effects of the merger on the public interest. 

Trafalgar 

5.62. Road haulage. Trafalgar did not envisage the merger would have any 
adverse effects on P & O’s road haulage business and associated ro/ro ships. 

P & O 

5.63. Road haulage. P & O’s views on the likely effects of the merger in 
this sector were : 

Trafalgar’s lack of interest in the road haulage legs of cargo transport and 
the concept of integrated road and sea transport suggested that under Tra- 
falgar’s direction the P & O road haulage services would lose the strategic 
direction and tight control which have been the basis of their success. Busi- 
ness was likely to be lost, some of it to foreign transport companies resulting 
in a direct loss of foreign earnings and poorer employment prospects for 
shorebased staff in depressed areas and for UK seafarers. 

5.64. P & O said that one of its major customers had already notified 
P & O that it would cease to utilise P & O’s road haulage services in the 
event of a merger with Trafalgar. The loss of this customer would put at 
risk the continued viability of one of P & O’s road haulage operations. 

Trafalgar 

5.65. Construction (other than housebuilding) . In Trafalgar’s view P & O s 
‘management contract work would not be prejudiced in any way by the 
merger. On the contrary, it would be substantially enhanced . 

5.66. Trafalgar told us it was ‘fully experienced in the philosophy and 
approach requirement for managment contract work’ as was indicated by 
the growth of its own subsidiary, Trollope and Colls Management Ltd.^ 
falgar told us that it well appreciated the possible sensitivity of clients requiring 



^ Paragraph 5.24. 

2 Established to handle Trafalgar’s contract management work in 1979 as a separate conipany 
which, Trafalgar told us, after initial losses was now trading profitably. It also told us the Trafalgar 
group had been doing such work for many years previously before the formation ot the new 

company. 
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management contracts and the need to satisfy them that it would be acting 
in their interests and not in the interests of the contractors. Trafalgar told 
us it was prepared to offer clients seeking its management services the choice 
between a contract which would preclude any of Trafalgar’s associated com- 
panies from carrying out any of the construction work involved in the project 
or a contract which would not preclude them from doing so and clients of 
Bovisi would have a similar choice if P & O became part of Trafalgar. In 
so far as Trafalgar companies were precluded from acting as general contrac- 
tors for Bovis’s clients, any adverse effects on Trafalgar’s general contracting 
business would be ‘slight’. Moreover, Trafalgar believed there was a close 
relationship between management contract work and general contracting in 
that a large general contracting company had a reservoir of experience and 
expertise readily available. 



5.67. As regards construction work overseas Trafalgar said: 

The merger can be expected to lead to substantial benefits in relation to 
overseas construction work. Success in overseas markets requires not only 
a good international reputation and the ability to offer a wide range of 
services, but also the establishment of a local presence and base. Hitherto 
Trafalgar and Bovis have concentrated on different aspects of general con- 
tracting (the former on package deals, the latter on management contract- 
ing) and, in the main, on different geographical areas of operation. Trafalgar 
believes that, by putting together two such complementary operations, im- 
portant new business opportunities will be created. Such opportunities will 
benefit not only the companies operating principally overseas, but also a 
range of associated companies providing sub-contracting services and sup- 
plies from the UK. 



5.68. Housebuilding. Trafalgar told us that it expected substantial benefits 
in marketing since neither IdeaP nor Bovis was fully national in its operations 
but each currently had to bear the costs of national advertising and marketing. 
An integration of the two would in Trafalgar’s view substantially reduce mar- 
keting expenses with a consequent reduction in unit costs and increased com- 
petitiveness. It also envisaged that the combined operation would provide 
a more viable base for formal staff training; that the pooling of technological 
information was likely to increase efficiency and research to the ultimate bene- 
fit of house purchasers ; and that the merger would facilitate more extensive 
participation in comprehensive housing schemes in the United Kingdom and 
abroad. 



5,69. Civil engineering. Trafalgar envisaged that co-operation between the 
merged operations would enable manpower and plant ‘to be utilised more 
efficiently and also lead to some savings through discounts for larger volume 
purchasers . No effects were expected on Trafalgar’s specialist engineering 
businesses, since P & O s interest was thought to be confined to steel fabrica- 
tion and very small. 



^ The construction and housebuilding arm of P & O. 
^ The housebuilding arm of Trafalgar. 
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5.70. Competition. Trafalgar’s view was that putting together the construc- 
tion businesses of Trafalgar and P & O would not be material, in the sense 
of materially affecting competition between Trafalgar and P «fe O or between 
the merged concern and others in the various sectors of the industry. 

5.71. In construction (other than housebuilding) and civil engineering 
Trafalgar considered that, whether the market was viewed as a whole or ‘indi- 
vidual areas of activity were examined separately’, the combined company’s 
share would not be significantly greater than the shares currently held by 
Trafalgar and P & O individually; that such an increase in market share 
could not give rise to any market power given the existence of a large number 
of substantial competitors ; and that the enhanced competitiveness of P & O 
and the increased business opportunities for Trafalgar’s existing companies 
resulting from the merger could be expected to contribute to ‘the maintenance 
of the current competitive conditions within the industry’. 



5.72. In respect of housebuilding its view was that the two companies con- 
ducted their businesses predominantly in different areas of the country; the 
market whether looked at as a whole or by region was highly fragmented 
with neither business ‘immune from the normal constraints which govern the 
housebuilding market in the United Kingdom’. Trafalgar told us, for example, 
that new building currently accounted for little over 10 per cent of the housing 
sold annually in this country and that prices of new houses depended largely 
on the value of second-hand property. With the exception of the very small 
and very large sites, both large and small housebuilders were in competition 
for available development land. Trafalgar provided estimates of the size of 
the housebuilding markets on a national and regional basis and each com- 
pany’s shares of them, pointing out that their combined share of the market 
even in the south-east region, where the two companies’ activities overlapped 
most, was only some 4*6 per cent and that, even if regional figures were not 
a precise guide to the situation in particular areas of the region, the nature 
of the market was such that the merger would not give the combined group 
any ‘market power’. 

P & O 

5.73. Construction. P & O told us that about 60 per cent of its construction 
business in England and Wales and overseas was accounted for by fee con- 
tracts and a further 30 per cent by management contracts and that it was 
the market leader in this particular sector of the construction business. One 
of the principal advantages the customer looked for from the fee contract 
system was that he should be able to rely on the fee contractor to act entirely 
objectively and in the client’s best interests by completing each contract to 
time and within budget cost. Since Trafalgar and its subsidiaries (unlike 
P & O) undertook lump-sum contracts throughout the United Kingdom and 
overseas, this perceived independence would be lost in the event of a 
Trafalgar/P & O merger. In P & O’s view this would not only have substantial 
adverse effects on the volume of P & O’s business but would also restrict 
the freedom of choice of companies requiring the services of independent 
fee contractors capable of handling substantial projects. 

43 



Printed image digitised by the University of Southampton Library Digitisation Unit 



5.74. In the case of overseas contracts, P & O saw additional disadvantages 
apart from this ‘conflict of interest’. One was that in the event of a merger 
P & O and Trafalgar would both be prevented from doing business in countries 
where either was ‘non-persona grata’ at any particular time. Another was 
that P & O thought the United Kingdom interest would best be served by 
two competing United Kingdom companies seeking overseas contracts rather 
than one. 



5.75. P & O recognised that Trafalgar and P & O were strong in the refur- 
bishment and building of large commercial properties in London and the 
south-east and that in housebuilding both companies concentrated their efforts 
in the southern part of England. However, in P & O’s view it would be incor- 
rect to infer from this that a combined group would be big enough to exclude 
other companies ‘in any meaningful way’ from any particular type of activity 
or area of the country. 



Trafalgar 
Other activities 

5.76. Property. Trafalgar described how it was actively engaged in property 
development, principally in the United Kingdom. It told us that the completed 
value of its current programme was in excess of £270 million, with turnover 
and profits before interest in 1981-82 of £52 million and £17*5 million respec- 
tively. 

5.77. It believed P & O’s principal commitment to be in the form of invest- 
ments in offices and other buildings, which were used for occupation by 
P & O’s operating companies or let. Trafalgar told us that neither the perfor- 
mance of its Property Division nor the structure of the property development 
market, which was Wghly fragmented, would be affected in any way by the 
merger. 

5.78. In the context of discussions about the debt/equity ratio of the com- 
bined group (paragraph 5.14) it told us that it envisaged disposing of some 
£60 million of P & O’s property assets.^ 

5.79. Oil and gas interests. Trafalgar did not envisage that the oil and gas 
interests of Trafalgar and P & O would be affected in any way by the merger, 
since in Trafalgar s view Trafalgar and P «&; O operated in different parts 
of the industry. 



5.80. Hotels. Since Trafalgar had only six hotels, four in the United 
Kingdoni End two in the CEribbcEn, End P & O only three hotels, two in 
Queensland and one in California, Trafalgar did not see how the merger could 
give rise to any adverse effects. 

1 And of P & O’s banking business (TCB). 
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P & o 

5.81. Falco. P & O explained to us the nature of its oil trading interests, 
including the risks involved and the importance of senior management 
expertise in exercising controls and providing the necessary financial backing 
for these operations P & O referred to the way in which it had expanded 
these activities as part of its diversification programme and the valuable contri- 
bution the profits from these activities were making to P & O’s profits and 
to the United Kingdom’s invisible earnings. 

5.82. TCB. P & O saw TCB as another example of diversification. It told 
us that it had successfully turned round this business since acquiring it together 
with Bovis in 1974. It was now making an increasingly substantial contribution 
to P & O’s profits. In P & O’s view, Trafalgar would be under considerable 
pressure to sell assets following a merger and P & O therefore expected 
Trafalgar to dispose of TCB to reduce the debt/equity ratio of the combined 
group. ^ 



Trafalgar 

5.83. Size of benefits. Trafalgar told us in its original submission that, while 
it was confident about the benefits of the merger it was extremely difficult 
to quantify them. In response to our request for its best estimates of the 
likely effects on turnover, export earnings and employment, Trafalgar told 
us that without access to detailed information about P & O’s activities it 
was unable to produce meaningful forecasts of such benefits. However, it 
considered that after the inevitable period required for a greater understanding 
of the detail of P & O’s businesses there would be a capability of improving 
P & O’s annualised profits in the order of at least £20 million. Trafalgar 
told us that studies relating to its acquisition of SagaQord and VistaQord 
from Norwegian American Cruise Lines (NACL) showed that substantial sav- 
ings on overheads and advertising expenditure on these two ships could be 
made and that these savings, together with savings on operating costs, in- 
creases in the passenger berths on each ship of 15 per cent and higher occu- 
pancy rates, would make it possible to generate profits from these two ships 
compared with the losses incurred by NACL. Trafalgar considered that 
broadly similar savings and benefits (of about £9 million) should be achievable 
by bringing together the P & O and Trafalgar passenger fleets. Trafalgar told 
us the remainder of the £20 million reflected Trafalgar’s view about the likely 
order of magnitude of savings in other areas of the two businesses in the 
light of its experience following other acquisitions. 



P & O 

5.84. Size of detriments. P & O considered that the detriments arising from 
the adverse effects of the merger on P & O’s activities would, as indicated 
below, be substantial. In response to our request for quantitative estimates 



1 P & O had itself had enquiries and subsequently offers from a number of potential purchasers 
of TCB which it was considering, but for the reasons set out in paragraph 5.22 P & O considered 
a combined Trafalgar/P & 0 group would be under pressure to sell whereas P & O was not. 
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of the likely effects on turnover, export earnings and employment it provided 
us with the estimates at Table 5.4 (paragraph 5.90) and details of the main 
considerations on which they were based. 



Balance of payments 

5.85. Trafalgar considered that the merger was likely to lead to increases 
in export earnings. It based this view on two main considerations. One was 
its own past record (Table 5.1) and its forecasts for the next three years. 
The other was the beneficial effects which it expected the merger to have 
on management efficiency and on the main export earning activities of Trafal- 
gar and P & O, including cruise shipping, ferries and cargo shipping, and 
construction, including housebuilding. 

5.86. P & O’s view was that the merger was likely to have significant adverse 
effects on export earnings and the balance of payments. It based this view 
on the size of P & O’s earnings that would be at risk and the adverse effects 
P & O expected the merger to have on P & O activities, particularly cargo 
shipping, passenger shipping and ferries and P & O’s European transport 
services. 
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Table 5.1 Trafalgar’s oYerseas eamii^ 1978 to 1983 
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♦ The figures for 1983 reflect the acquisition of Redpath Dorman Long, 
t Results for passenger shipping in 1982 were affected by the Falklands campaign. 



5.87. Tables 5.2 and 5.3 show the size of P & O’s overseas sales and P & O’s 
contribution to the United Kingdom balance of payments which P & O consid- 
ered would be put at risk. 



Table 5.2 P & O’s overseas sales 1980 to 1982 



Cargo shipping (including P & O’s share of OCL) 
Passenger shipping and ferries 
Other — largely European Transport 

Sub-total 

Sales by foreign subsidiaries 
Total 



£ million 



1980 


1981 


1982 


250 


291 


302 


181 


211 


220 


79 


84 


95 


510 


586 


617 


115 


131 


203 


625 


111 


820 



Source: P & O. 



Table 5.3 P & O’s net contribution to United Kingdom balance of payments 1980 to 1982* 



Cargo shipping (including P & O’s share of OCL) 


1980 


1981 


£ million 
1982 


123 


111 


113 


Passenger shipping and ferries 


109 


113 


95 


Other — largely European T ransport 


51 


52 


59 


Total 


283 


292 


267 



Source: P & O. 



The contribution is after taking account of disbursements incurred abroad (bunkers, canal and port dues, transhipment 
freight, repair and survey costs, etc) based on the Quadrennial Invisible Exports Census 1982 and the Invisible Exports inquiry 
for the previous years submitted to the GCBS. 

Note: These fipres include annual import revenue savings estimated at approximately £140 million being the amount which 
would be lost to the United Kingdom if British ships were not available to carry the passengers or freight concerned. 

5.88. Taking the figures in Table 5.3 of P & O’s net contribution to the 
United Kingdom balance of payments for 1982, P & O told us that of the 
figure of £113 million for cargo shipping £81 million was accounted for by 
P & O s share of OCL s contribution to the United Kingdom’s balance of 
payments and that OCL’s total contribution to the balance of payments was 
£171 million; that although P & O’s other deep-sea-cargo activities had been 
much reduced they were still very substantial compared 3 yith those of Trafalgar 
and contributed about £30 million; and that the passenger and ferry contri- 
butions were roughly equal. P & O told us that most of the £59 million 
contributed by non-shipping activities came from P & O European Transport 
Services (POETS), plus a useful contribution from Falco’s oil trading 
activities. 



5.89. P & O regarded the value of this contribution to the balance of pay- 
ments and its assessment of the likely effects of the merger on P & O’s main 
export earning activities as sufficient to show that if the proposed merger 
went ahead the reductions in overseas earnings and import savings from 
P & O’s main export earning activities ^ were likely to be substantial. 



activities in which Trafalgar either lacked the necessary experi- 
ence and expertise (eg femes integrated road haulage and oil trading) or in P & O’s view 
had been outperformed by P & O (eg passenger shipping). 
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5.90. In response to our request for its best estimates of the revenue, foreign 
exchange, and jobs it considered most likely to be lost, P & O provided us 
with Table 5.4, together with information about the main considerations (sum- 
marised in Appendices 18 and 21) which it had taken into account in preparing 
the figures. 



Table 5.4 P & O estimates of loss of turnover, foreign exchange and United Kingdom employment 





Loss of 


Loss of 
foreign 


Loss of 
UK 




turnover 


exchange* 


employment' 




£m 


£m 




OCL 


if Trafalgar/P & 0 remains as a shareholder 


60 


41 


200 


if Trafalgar/P & 0 does not remain a 
shareholder 


30 


17 


100 


Deep-sea-cargo — Associated Bulk Carriers 


6 


6 


140 


Cruising 


35 


35 


1,351 


Ferries 


Channel 


60 


34 


700 


North Sea (if sold) 


22 


11 


270 


European Transport 


Roadways 


4 


— 


116 


other 


40 


20 


300 


Bovis — fee construction and internationalt 


300 


6 


2,100 


Falco 


30 


2 


10 


Total 








if Trafalgar/P & 0 remains in OCL 


557 


155 


5,187 


if Trafalgar/P & 0 does not remain in OCL 


527 


131 


5,087 



Source; P & O. 



* Relating to loss of turnover shown in first column. 

■I’ A proportion of these figures could be lost. The figures shown represent the total turnover, overseas earnings and United 
Kingdom employment of Bovis. 



Employment 

5.91. Trafalgar did not rule out a short-term reduction in numbers 
employed as an immediate consequence of ‘merging two substantial businesses 
operating in broadly similar areas’. However, it believed that there would 
be a net beneficial effect on employment over time as a result of increased 
efficiency and competitiveness. 



5.92. Trafalgar provided us with the tables at Appendix 19 which show 
the numbers of United Kingdom and other personnel employed in each of 
Trafalgar’s main activities in the years 1973 to 1982. 

5.93. Trafalgar told us that the total numbers employed had increased in 
recent years as a result of the combined effects of acquisitions and internally 
generated growth particularly in contracting and allied activities in the United 
Kingdom and abroad. It pointed out that the decline in British seafarers 
employed in Trafalgar’s cruise and cargo shipping businesses had to be considr 
ered in the light of the decline in the numbers employed in the British shipping 
industry as a whole. 
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5.94. Trafalgar also told us that it was expecting further increases in 
employment and that in Trafalgar’s view P & O’s past record and future 
prospects were not such as to create any confidence that P & O could offer 
any guarantee as to continuity or level of employment. 



5.95. Trafalgar told us that it was not possible to quantify the likely employ- 
ment effects of the merger or of any changes in numbers employed associated 
with its estimated increase of at least £20 million in annualised profits. Its 
broad view, however, was as follows. 

(a) There was likely to be some reduction in the management requirements 
of the combined group in the short term. The scale of this reduction 
was expected to be limited and most, if not all, of the reduction should 
be achievable through natural wastage together with a temporary halt 
in a new recruiting. 

(b) Passenger shipping. There was no likelihood that more ships would be 
flagged out or sold as a result of the merger. Job opportunities at sea 
were therefore likely to be secured and increased, bearing in mind the 
effects of the merger on the financial resources of the merged concern 
and the greater competitiveness of a merged fleet. The majority of 
Cunard’s personnel engaged in finance and accounting and in sales and 
marketing were in the USA (reflecting the geographical area of demand), 
and it was in the main overlapping areas of demand that logically 
Trafalgar would expect any reduction in numbers. To the extent that 
there was duplication of job functions, it expected there to be some 
reduction in shorebased employment in the areas of marketing and 
administration (eg booking systems, communications, computerisation). 
However, the addition to the combined fleet of SagaQord, VistaQord 
and Royal Princess represented a substantial expansion in resources 
and a substantial increase in the number of passengers. 

(c) Ferries. Trafalgar envisaged increased job opportunities as a result of 
increased management efficiency and new investment. 

{d) Cargo shipping. The merger itself might not have any effects. The greater 
efficiency expected should secure greater job opportunities in the longer 
term. If ultimately a merger between OCL and ACT(A) could be 
achieved, longer-term security of employment would be further 
enhanced, although there would be some initial loss of shore-based jobs. 

{e) Construction ( other than housebuilding) . Trafalgar envisaged better long- 
term employment prospects, particularly as a result of expansion in 
overseas markets (paragraph 5.85) which would have knock-on effects 
in those parts of the combined group providing sub-contracting services 
and supplies from the United Kingdom. 

(f) Housebuilding. The merger was not expected to have any significant 
effects initially. However, the broader base for the traditional house- 
building operations should improve job security and ultimately increase 
opportunities, while expansion into large schemes and overseas markets 
would provide considerable new job opportunities. 
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Employment 

5.96. P & O provided us with the table at Appendix 20 showing the numbers 
of United Kingdom and non-United Kingdom personnel at sea and ashore 
employed in each of its main activities in February 1973 and in December 
in each of the five years 1978 to 1982. 

5.97. P & O considered reductions in employment in both companies were 
likely to result from the merger. It based this view on two main considerations : 

(a) that Trafalgar would in P & O’s view wish to implement rationalisation 
plans in those common areas of activity^ where both companies were 
at present competing with each other; and 

(b) the adverse effects which P & O envisaged on efficiency and on its 
main activities, particularly shipping, road haulage and construction 
(paragraphs 5.18 to 5.25), which provided employment for United 
Kingdom seafarers and most of P & O’s workforce. 

5.98. In response to our request for its best assessment of the number of 
jobs likely to be lost in each of its main areas of activity, P & O provided 
us with the estimates at Table 5.4 and details of how the estimated loss of 
revenue and associated loss of employment had been arrived at (Appendices 
18 and 21). 

5.99. P & O emphasised that these were only its own best estimates of 
the job losses that might arise and that it was not privy to plans which Trafal- 
gar might have in mind for ‘rationalisation’, on which it assumed the Commis- 
sion would look to Trafalgar for information, since in P & O’s view it was 
a factor that needed to be taken into account in assessing any views Trafalgar 
expressed about the possible effects of the merger on the costs and profitability 
of the enlarged group. The figures in the table were those which, in P & 
O’s view, related to the estimated loss of turnover shown in the first column 
of the table. 



1 Including container shipping. 
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Chapter 6 



Views of third parties 



Government departments 

6.1. The Department of Transport provided us with the statement on flag- 
ging out quoted at paragraph 7.50 of our report. It also provided us with 
much useful background information relating to shipping and road transport. 
The Department of the Environment provided us with similarly useful infor- 
mation relating to the construction and housebuilding industries. 



Industry Department for Scotland (IDS) 

6.2, The IDS said that P & O provided the main shipping services for 
passengers, vehicles and freight between the Scottish mainland and Orkney 
and Shetland ; there were, however, other companies which conveyed freight 
traffic to and from Shetland but, as these were not subsidiaries of Trafalgar, 
the IDS thought that the merger woWd not affect competition on these routes. ’ 

6.3. The IDS added that P & O was known to be dissatisfied with the 
present profitability of the services and that the future of the services would 
depend on how the company perceived its commercial interest, taking into 
account negotiations which were proceeding with the Scottish Development 
Department on possible capital assikance;i the IDS had no reason to suppose 
that a merger with Trafalgar would materially affect this situation. 



Local authorities 

Orkney and Shetland Islands Councils 

6.4. Both Councils told us that their islands were heavily dependent on 
the services provided by P & O Ferries for the carriage of goods, vehicles 
and passengers to and from the islands, with these services having a virtual 
monopoly of sea transport between the islands and the mainland of Scotland. 
The alternative, air travel, was prohibitively expensive for many people. 

6.5. The Councils were anxious that, in view of the vital nature of the 
services, there would be no diminution in the number of sailings, the types 
of vessel used and the facilities available on board. Concern was expressed 
that new management could very well take a different view from the present 
management on whether or not company assets could be more profitably 
employed elsewhere. This could threaten the continuity necessary for the 
islands’ services. 



tionrhav^been advised the Commission that these negotia- 

nons have been concluded and that some capital assistance would be provided (see paragraph 
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Trade unions 

6.6. We received evidence from the Association of Scientific, Technical and 
Managerial Staffs (ASTMS), the Mercantile Marine Service Association 
(MMSA), the Merchant Navy and Airline Officers Association (MNAOA) 
and National Union of Seamen (NUS). 

6.7. The unions drew attention to the substantial United Kingdom job 
losses that had already occured within both companies’ shipping divisions. 
They were particularly concerned that the proposed merger would result in 
further reductions following moves towards rationalisation where there was 
an overlap of interests : 

(a) Container shipping. The NUS told us that Trafalgar’s participation in 
both OCL and ACT(A) would result in a reduction in the number of 
container ships and a subsequent loss of jobs. MNAOA, whilst recognis- 
ing that there was scope for greater co-ordination between British ship- 
ping interests to open up new markets and meet competition from non- 
British lines, thought that such co-ordination could be achieved without 
a merger. MNAOA further suggested that any such merger of interests 
could well lead to Australian Government insistence on even greater 
involvement of Australian flag tonnage in the conference trade. 

{b) Cruise sector. The unions thought that with a combined cruise fleet, 
Trafalgar would sell P & O’s older vessels and seek to re-register abroad 
other P & O vessels with a further loss of jobs for United Kingdom 
employees. MNAOA and NUS pointed out that there were significant 
differences between the managements of the respective companies 
which, even if reconcilable in the longer term, were sure to create friction 
and have an adverse effect on morale, and on the merged company’s 
performance. 

(c) ASTMS was concerned that the merger of the cruise and container 
interests was likely to result in substantial losses of ‘on-shore’ jobs 
amongst its members. It also expected additional losses in those areas 
of P & O’s activities of which Trafalgar had no experience. 

6.8. Other sectors of P & O’s fleet on which the unions considered that 
the merger would have adverse effects were P & O’s ferry operations and 
its liquid petroleum gas (LPG) carriers. The unions thought that Trafalgar 
would be likely to dispose of P & O’s ferry fleets, in particular the Channel 
ferries, given the comparative age of the fleet and the need for considerable 
new investment in it. Bearing in mind the current world surplus of LPG car- 
riers, Trafalgar would be likely to take a shorter-term view than P & O and 
dispose of the British-registered gas carriers. 

6.9. The NUS and MNAOA also believed that a fleet reduced by the sale 
and flagging-out of ships, particularly cruise ships, would further reduce 
Britain’s net overseas earnings from shipping and the availability of British 
ships and British seafearers for defence. Trafalgar’s record on the flagging-out 
of its cruise ships was therefore a cause for serious concern not only because 
of its effect on British jobs. 
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6.10. For the reasons summarised above the unions took the view that 
the proposed merger would be against the public interest. If it were allowed 
to proceed, the unions’ view was that arrangements should be made to ensure 
that the combined fleet was maintained at a level which took account of 
the public interest. 

6.11. ASTMS also thought that each company’s estimated shares of build- 
ing and construction in the South-East region of the United Kingdom masked 
the degree of concentration in particular areas of activity in which competition 
would be reduced. 



Ship owners 

The Ben Line Steamers Ltd 

6.12. The Ben Line Steamers Ltd (Ben Line), a member of ACT, was con- 
cerned that the proposed merger would have adverse effects, particularly on 
competition in the container shipping industry. Ben Line’s view was that 
Trafalgar, in the event of its acquisition of a substantial shareholding in OCL, 
might press for a merger of ACT(A) asnd OCL or at least transfer Cunard’s 
Australia/New Zealand trade rights and vessels to OCL, thus prejudicing the 
ability of the remaining ACT(A) members to provide a comprehensive alterna- 
tive service and the long-term viability of ACT itself.^ Ben Line told us that 
this could be harmful to British shipping on a number of counts, in particular : 

(a) though British lines competed individually with each other and with 
foreign lines, British lines collectively confronted foreign competitors 
over such fundamental matters as the British share of the conference 
trade. In this respect two strong British presences at the negotiating 
table were better than one in securing British interests. Ben Line was 
convinced that Britain’s share of trade would be smaller if there was 
ody one British party negotiating. We were also told that at present 
within TRIO,^ the two British lines had a de facto veto which could 
well be lost if only one line existed ; 

(b) at present British exporters had a choice of at least two competing 
British shipping lines in many of the main liner trades ; Ben Line thought 
that this competition ‘undoubtedly sharpened the shipping lines’ aware- 
ness of the interests of their British customers’. If one line was to be 
eliminated or seriously weakened the sole alternative for a dissatisfied 
customer would be a foreign company. This could be prejudicial, apart 
from the competitive aspects mentioned, to the United Kingdom’s 
employment, balance of payments and defence. 

Blue Star Line 

6.13. Blue Star Line (Blue Star), a member of ACT and ACT(A) was princi- 
pally concerned about the implications of the substantial interests that 
Trafalgar could have in both OCL and ACT(A) if the merger was allowed 



1 Ben Line told us that ACT(A) provided about 30 per cent of ACT’s total business and 
made a contribution to ACT’s costs of about 45 per cent. 

2 trio is a container consortium operating in the Europe-Far East trade; its members are 
OCL, Ben Line Containers, Hapag Lloyd and a number of Japanese lines. 
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to proceed since it feared that the pre-emption arrangements in the ACT(A) 
side letter of 18 October 1973 might not be immediately enforceable. If this 
were the case we were told that Trafalgar would be able to concentrate its 
investment in one consortium at the expense of the other, whilst at the same 
time exercising a ‘negative’ control over the latter, thereby restraining it from 
competing effectively; such a course of action would severely disadvantage 
Trafalgar’s partners and would put in jeopardy their future ability to compete. 
Blue Star said that it would be further disadvantaged by Trafalgar being party 
to confidential market information and the business plans for both consortia. 

6.14. Blue Star thought that in such a situation the only commercially realis- 
tic long-term outcome for Trafalgar would be for it to consolidate its interests 
into one consortium, thereby leaving its former partners ‘to survive as best 
they could in a market which would be dominated by a near total monopolist’. 



6.15. Blue Star considered that the most serious effect of such a monopoly 
would be a diminution of competition and a likely lowering of the standard 
and quality of service. Blue Star told us that, despite the common tariffs 
and pooling of revenues within the conference, there existed in its view a 
whole range of service criteria which differentiated the shipping companies 
one from another. In a service industty where the quality of service was all 
important the existence of two consortia was a safeguard against complacency 
and a continual stimulus to upgrade the quality of service. The effect of a 
common shareholding by Trafalgar in both consortia would be that this com- 
petition would be lost. Even if Trafalgar did not abuse its position as a substan- 
tial shareholder in the two consortia, Blue Star thought that it would neverthe- 
less appear to customers that, because Trafalgar was in a position to distort 
competition within the market, the market was not operating freely. In both 
cases we were told that this would undermine confidence in the relevant confer- 
ences and further stimulate the growth of non-conference trade which would 
almost certainly be non-British; British liner tonnage would be reduced and 
jobs and foreign earnings lost. 

6.16. In addition Blue Star said that a merger could be expected to have 
a serious adverse effect on its profitability and shipping interests. It told us 
that it had relied on its consistent profits from ACT(A) to develop new markets 
which had provided considerable benefits for the United Kingdom shipping 
industry. 



Overseas Containers Ltd 

6.17. Overseas Containers Ltd (OCL) did not comment directly on the pro- 
posed merger but told us that a crucial factor in its development had been 
the determination of its founding shareholders and directors to install the 
new company with an independent management structure with full responsi- 
bility for its own affairs. From a position of mutual trust OCL had developed 
its own new skills and cohesive corporate character; its independence had 
been scrupulously respected by all concerned and OCL asserted that its future 
success depended greatly upon a continuance of this spirit. 
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EUennan Line PLC 

6.18. Ellerman Line PLC a member of ACT and ACT (A) told us that 
as its stockholders had indicated their intention to sell their interest in the 
company it would prefer not to comment.^ 



Australian and New Zealand marketing organisations 

6.19. A number of Australian and New Zealand marketing organisations 
are major users of container services to the United Kingdom and other Euro- 
pean countries. They recognised that the scope for competition amongst con- 
ference members was very limited. They told us that as they were signatories 
to agreements with the conferences which ensured that they were provided 
with a regular and efficient service at agreed rates, they did not think that 
if the merger of Trafalgar and P & O led to a merger between OCL and 
ACT(A) it would reduce service opportunities. Proposals for significant 
changes, eg in the frequency of these services, we were told, would need to 
be negotiated with them. The organisations considered that if the merger were 
to result in a single consortium, that consortium would be likely to continue 
to car^ the traffic previously carried by the two and that such a move would 
be unlikely to have a marked impact on trade shares. Two Australian organisa- 
tions thought there was no degree of variation or choice in the services pro- 
vided by OCL and ACT(A). In their view it was simply a matter of which 
line had a vessel available at the time and that competition was provided 
by the non-conference lines. Two of the New Zealand organisations thought 
that some cargo might be switched to other conference members serving the 
United Kingdom, particularly the New Zealand national line, but that only 
a small percentage would be affected. One of the New Zealand organisations 
thought that some competition would be lost in such areas as documentation 
and administration. This organisation also thought that a single consortium 
might lose some of the New Zealand south-bound trade. One New Zealand 
organisation considered that any perceived differences were essentially res- 
tricted to on-shore activities. One New Zealand organisation thought that 
a merger should strengthen the operation with a reduction in overheads. 



United Kingdom shippers 



6.20. The British Shippers Council said that it was impossible for it to 
anticipate the consequences of the proposed merger. However, it said that 
as both companies operated shipping lines within the same international ship- 
ping conferences, it would be reasonable to anticipate ratio n alisation of ser- 
vices in those overlapping areas where there were currently a surplus of supply 
and ffigh levels of competition. In addition the Council thought that the merger 
could result in a much more powerful cartel conference which would be to 
the disadvantage of shippers. 

6.21. The Institute of Freight Forwarders Ltd was of the opinion that there 
seemed to be no conflict or problems for its members arising out of the merger. 



^ f T to D R and H F Barclay and Lord Matthews (Deputy 

Chairman of Trafalgar House) has been appointed Chairman of Ellerman. 
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The Institute added that it did not find that Trafalgar and P & O were in 
competition with one another but that their services tended to complement 
each other. 

6.22. We sought detailed comments from fifteen major United Kingdom 
shippers who were users of OCL and ACTA(A) services in the Australasian 
trades. Eleven commented on the likely effects of the merger. Six thought 
that a merger would have little or no significant effect on their present posit- 
ion; they felt that as both OCL and ACT (A) operated under the same trading 
terms within the conferences the objects of which were to equalise the oppor- 
tunities and services offered, there was little or no difference between the 
services provided by each consortium and they were regarded as one unit. 
We were told that competition, where it existed between the two consortia 
in certain on-shore services (eg documentation, container types and the mar- 
keting of them) was relatively low-key and geared towards increasing confer- 
ence share of total trade. Most did not consider this competition important. 
Two of these shippers thought that there was no competition between the 
consortia. A number saw non-conference lines as providing the main competi- 
tion. 

6.23. Five of the shippers, however, considered that significant adverse 
effects could result from a merger. Three were particularly concerned that 
a merger would reduce the competition in the on-shore services. We were 
told by these three shippers that competition in these services enabled shippers 
to choose the consortium which best responded to their needs and allowed 
them to take advantage of special concessions and incentives; this choice 
would be affected if the merger resulted in one conference member being 
in a more dominant position. Two shippers also believed that there were 
important differences between the two consortia on the sea-leg of the voyage, 
in particular on vessel scheduling and ports of call (ACT(A) called at Liverpool 
whereas OCL did not), which could also be affected by a merger. A major 
fear of these shippers opposed to the merger was that it could lead to a 
rationalisation of the conferences services, a reduction in the number of ships 
and less frequent services ; at present they were guaranteed a stable and regular 
service. If a merged concern operated less efficiently then they would expect 
non-conference lines to take advantage of the situation and their services 
would be considered by shippers if they offered an acceptable alternative at 
a competitive price. 



Other trade associations and professional bodies 

6.24. The Heating and Ventilating Contractors’ Association (HVCA) 
thought that as both companies already had a significant share of the construc- 
tion/property development market their common ownership, whilst not 
amounting to a monopoly in any one sector, could nevertheless have an effect 
on the commercial freedom of its members. In addition the HVCA anticipated 
some not inconsiderable effect on competition generally, affecting both the 
competitors and suppliers of the proposed ‘conglomerate’ and on the price, 
availability and range of services which it provided. 
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Tour and travel operators 

6.25. We heard from a number of British tour and travel operators. Most 
felt that the proposed merger would be detrimental to the public interest 
as it would leave only one United Kingdom operator in the cruise business : 
Cunard would not be obliged to compete with a British-owned rival and less 
choice would be available to the public One United States-based tour operator 
thought that the merger would eliminate competition to many destinations 
on cruises originating in North America, adding that such competition tended 
to improve the final product. 



Customers and suppliers 

6.26. We invited comments from 86 customers and suppliers of Trafalgar 
and P&O, of whom 22, including 7 users of shipping services, had some 
comment to make. Sixteen voiced concern about the proposed merger, espe- 
cially the possible loss of competition which would in turn lead to a poorer 
quality of service being offered to the public and loss of work for suppliers. 
Six felt there would be little or no adverse effect on competition; and one 
of these felt a merger might increase competition if the merged group could 
negotiate keener prices with its suppliers. 



6.27. Suppliers of services and goods to Trafalgar’s and P & O’s merchant 
fleets were concerned that the merger would reduce the demand for their 
services in an already shrinking market and some mentioned job losses in 



f ^ strongly that the specia- 

lised skills offered by P & O, mainly in shipping but also in road transport 

Wi provided by Trafalgar. Two were concerned about increased 

sS in British shipping as a result of the flagging out of merchant 

ships, and the strategic significance of this. 



Individual comments 

f Lord Hill-Norton commented on the defence 

ted concluded that for the many reasons which he had submit- 

cLnTd^ r^uirements of our total maritime strategy are con- 

ed, wMe a merged fleet would be potentially stronger P&O should 
remain independent of Trafalgar House 

In his view: 

a single merged P & O/Cnnard fleet operated by Trafalgar House and 

®>8ht well fhange its Ihape 
dramatically It is easy to visualise a situation in which one or more entire 

fields of endeavour were abandoned, if they became unpSwrThis 

tVMs wfaicrarr?nd‘w?lT'’‘“^“®-®^^ “ spectrum of merchantmen 
Brsh mriS^tmt^^^^^ '"• to -y coherent 
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6.30. Of the others who commented one supported the merger as he thought 
that the quality of Trafalgar’s management was much higher than P & O’s. 
The other six opposed it. They spoke highly of P & O’s expertise in the field 
of passenger shipping and expressed fears that this would diminish in a merged 
company; concern was also expressed about the implications for Britain’s 
defence if the merchant fleet were to be further ‘rationalised’, and more ships 
sold off or flagged out. 
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Chapter 7 



Conclusions 

The Merger Situation 

7.1. Under the terms of the reference and the provisions of sections 69 
and 75 of the Fair Trading Act 1973 we are required to investigate and report 
whether arrangements are in progress or in contemplation which, if carried 
into effect, will result in the creation of a merger situation in which section 
64(l)(i>) will be satisfied. 

7.2. The assets of P & O exceed £15 million (see Appendix 11). The condi- 
tion set out in section 64(1)(^>) is, therefore, satisfied. The reference requires 
us to exclude from consideration section 64(l)(u). 

7.3. The offer made by Trafalgar for the deferred stock of P & O lapsed 
on the reference to the Commission. We understand that Trafalgar is contem- 
plating renewing its offer if free to do so. 

7.4. Arrangements are, therefore, in progress or in contemplation which, 
if carried into effect, will result in the creation of a merger qualifying for 
investigation. In accordance with section 75(2) we therefore proceed as if these 
arrangements had been made. 



PUBLIC INTEREST 

7.5. The activities of the groups which we regard as relevant for the purpose 
of assessing the consequences of the merger for the public interest are deep-sea 
passenger shipping and ferries, container and other deep-sea-cargo shipping, 
road transport and related activities, construction and housebuilding. 



DEEP SEA PASSENGER SHIPPING 
Competition 

7.6. We are concerned here with the passenger cruising businesses of P 
& O and Trafalgar; no competition issue arises from the merger in connection 
with the transatlantic services of the QE2. 

7.7. We are required (Fair Trading Act, 1973, s.84(l)(u)) to ‘have regard 
to the desirability of maintaining and promoting effective competition between 
persons supplying goods and services in the United Kingdom’. It is therefore 
necessary to consider with what persons P & O and Trafalgar are competing 
in their passenger cruise businesses. 

7.8. Since cruises are a type of holiday, a possible view of the situation 
is that cruises form one part of the total holiday market, and in their passenger 
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cruise businesses P & O and Trafalgar are competing with all those who 
provide holidays of any kind. The holiday market in the United Kingdom 
is large, and cruises form only a very small part of it. This market is served 
by a great number of suppliers who compete fiercely with each other. A merger 
between P & O and Trafalgar would not prejudice the maintenance of effective 
competition in this market. 



7.9. Another possible view is that cruises constitute a separate market, and 
P & O and Trafalgar are competing, not with all who provide holidays of 
any kind, but with all who provide cruises. The world-wide cruise market, 
drawing passengers from many different parts of the world and taking them 
to many different cruising areas, is also served very competitively by a large 
number of companies. Many of them might perhaps be said to supply their 
services in the United Kingdom, in the sense that their cruises are available 
to people in the United Kingdom and tickets for them can be bought in 
the United Kingdom, either from the operators themselves or from agents. 
P & O and Trafalgar together hold only a small share of this world-wide 
market, and a merger between them would not, in our judgment, produce 
any significant effect upon competition in it. 

7.10. In its practical operation, however, the cruise market appears to be 
fragmented rather than world-wide. About 90,000 people in the United King- 
dom took cruises in 1981.^ All but a few of these passengers took cruises 
from United Kingdom ports or fly-cruises from the United Kingdom, ie they 
patronised operators who provided either a ship sailing from a United King- 
dom port' or a journey by air from the United Kingdom connecting with 
a ship sailing from an overseas port. It is therefore necessary to consider 
how many operators supply services in the United Kingdom in these ways, 
what competition there is between them, and how the merger would affect 
this competition. 

7.11. At present the majority of these passengers take cruises from United 
Kingdom ports. The number taking such cruises is declining, however, and 
the number taking fly-cruises is growing. In 1981 P & O and Trafalgar together 
carried 70 per cent of those taking cruises from United Kingdom ports and 
45 per cent of those taking fly-cruises. 



7.12. These are large market shares, which in most cases would give us 
serious concern about a proposed merger. What is to be considered effiwjtive 
competition must be judged, however, according to the particular character- 
istics of the market under consideration. In fact three companies (CTC, Olsen 
and Royal Viking), in addition to P & O and Trafalgar, have announced 
programmes of cruises from United Kingdom ports in 1984, and Norwegian 
Caribbean Line is offering two cruises from Southampton. Fly-cruises from 
the United Kingdom, which for most passengers are a reasonable alternative 
to cruises from United Kingdom ports, are offered by over a dozen companies 
in addition to P & O and Trafalgar. 

M 981 is the latest year for which reliable figures were available to us, for the reasons explained 
in Chapter 4, Table 4.4. 
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7.13. An even more important feature of this market is the ease of entrv 
into it. Ships, which are the principal capital assets used by cruise operators^ 
are by their nature very mobile and readily redeployed in response to market 
demands. Many cruise operators re-schedule vessels to serve different locations 
during the course of each cruise season or from one season to the next, and 
there are a number of cruise ships which could be re-scheduled to call at 
British ports. The additional marketing costs involved would not be heavy 
for one of the companies which already markets fly-cruises in the United 
Kingdom and common user port facilities would be available. Recent experi- 
ence shows that this is not merely a theoretical possibility. Royal Viking is 
practically a new entrant to the operation of cruises from British ports this 
year! having re-scheduled one of its vessels to provide a programme of cruises 
from Southampton in May and June. Similarly a new entrant could offer 
additional fly-cruises to United Kingdom customers without the requirement 
even to re-schedule a vessel. 

7.14. A merger between P & O and Trafalgar would affect competition 
in the supply of cruises in the United Kingdom. P & O and Trafalgar are 
at present independent and competing operators, but the merger would put 
P & O under Trafalgar’s control. The effect of this must be judged in the 
light of the particular characteristics of this market. It is a small market (about 
90,000 passengers a year). It is already served by a number of competing 
operators offering cruises from United Kingdom ports and a wide range of 
fly-cruises. The entry of new competitors is relatively easy, and does in fact 
occur. In these particular circumstances there would still, in our judgment 
be effective competition in this market after the merger. 

7.15. When a proposed merger would have the effect of concentrating in 
the hands of one United Kingdom supplier, a very large share of the domestic 
supply of some article, the concentration may oblige customers unwilling to 
rely on a single source of supply to transfer their custom in part abroad 
thus affecting employment in the United Kingdom and the balance of pay- 
ments. This argument is usually applied to goods which the customer uses 
in maintaining his own production or business. It does not apply to this case 
because it is clear that passengers in the cruise market are not affected by 
such considerations of security of supply. 

7.16. We are also required (Fair Trading Act, 1973, S. 84(l)(e)) to ‘have 
regard to the desirability of maintaining and promoting competitive activity 
m markets outside the United Kingdom on the part of producers of goods 
and of suppliers of goods and services, in the United Kingdom’. P & O and 

1 ratalgar compete at present in the provision of cruises outside the United i 
Kingdom. In view of Trafalgar’s desire to expand its activities in passenger 
shipping we do not think that United Kingdom participation in this market 
is likely to decline as a result of the merger. P & O and Trafalgar would 
no longer be competing with each other, but the world cruise market is 
extreniely competitive and served by a very large number of companies. The 
merged company would therefore experience ample competitive stimulus. 

^ One cruise was offered from Southampton in 1983. 
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Profits, employment and foreign exchange 

7.17. Both parties submitted extensive evidence on the operational and 
economic efficiency of their cruise activities. This is relevant only in so far 
as it affects the public interest. P & O argued that Trafalgar’s standards of 
shipboard service and ship maintenance were lower than P & O’s, and that 
the public interest would be affected because after the merger Trafalgar’s 
standards would prevail, with the result that business, and so foreign earnings, 
would be lost. The merged company’s cruising business would decline progres- 
sively so that jobs would be lost both at sea and on shore. 

7.18. Each company claimed to cater for a higher sector of the market 
than the other. While the QE2, in spite of her mechanical troubles, seems 
still to be regarded by many people as a ship in a class of her own, the 
evidence on these conflicting claims was inconclusive. We therefore express 
no view between them, 

7.19. P, & O submitted to us results of market surveys carried out in parts 
of the United States, which appeared to show greater satisfaction with P & 
O’s services than with those offered by other companies, including Cunard. 
These surveys were carried out among travel agents, and the results therefore 
give a reflection of the views of travel agents rather than a direct reflection 
of the views of customers. P & O relies on travel agents for its sales to a 
greater extent than Trafalgar does, and Trafalgar told us that it had not been 
very active in areas covered by some of the surveys. We do not therefore 
feel able to attach great significance to this survey evidence. 

7.20. It appears to us likely that in both companies there is a difference 
between ships in the standard of service provided, just as there is a difference 
in the facilities offered. In the absence of satisfactory independent evidence 
of different standards of service between the two companies, we are not satis- 
fied that the merger would lead to any deterioration. 

7.21. P & O’s criticism of Trafalgar’s standards of ship maintenance was 
largely based on the troubles of the QE2. It may be that, if P & O had 
been responsible for the QE2, it would have resorted before now to more 
radical measures to cure these troubles (eg renewal of the engines) than Trafal- 
gar has taken. This would represent a difference of judgment, but such a 
difference of technical and financial judgment over one ship does not appear 
to us to be reason for concluding that the merged company’s whole passenger 
fleet would be maintained to a standard lower than that of P & O. 

7.22. P & O’s estimate of the likely loss of United Kingdom employment 
following the merger^ assumed that Trafalgar would withdraw the Canberra 
and Oriana from service prematurely and dispose of the Sun Princess. Trafal- 
gar told us it had no plans to sell the Sun Princess. It pointed out that the 
Canberra and the Oriana were 23 years old and would probably require re- 
placement during this decade. P & O itself told us it is likely that the Oriana 
will be withdrawn from Australian cruising in late 1985, and that in the event 



’ Appendix 21 . 
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of the Oriana being replaced the likely replacement will be the Canberra trans- 
ferred from the United Kingdom area. While the withdrawal and transfer 
might have implications for United Kingdom seafarers’ employment, there 
is thus no reason to suppose the merger would increase the likelihood of 
the withdrawal and transfer. 

Conclusion 

7.23. In the business of passenger shipping it has not, in our judgment, 
been established that the merger would produce effects adverse to the public 
interest upon competition, profits or employment; nor do we think that it 
would produce such effects upon the foreign exchange position of the United 
Kingdom either by reducing export earnings or by increasing spending on 
imports. 

7.24. Trafalgar predicted benefits in the shape of improved profitability. 
In view of the general nature of Trafalgar’s evidence on the point, we are 
unable to reach any conclusion on the extent of any benefits or the time 
they might need to accrue. 



FERRIES 

7.25. P & O said that the profit performance of its ferries had been affected 
by uneconomic competition from Sealink. Denationalisation of the latter 
would create the conditions necessary for more profitable operation. P & O 
argued that lack of expertise in ferry operation and insensitivity in industrial 
relations would prevent Trafalgar from achieving its objectives for ferries. 
P & O expected that failure would lead to disposals, probably to foreign 
buyers, with consequent losses of turnover, overseas earnings and United 
Kingdom-based jobs. 

7.26. Trafalgar told us it regarded ferries between the United Kingdom 
and Europe as a business with growth prospects in which it would be more 
pccessful than P & O. It foresaw a significant requirement for new investment 
in ships, which, unlike P & O, it would have the financial capacity to provide. 
It had no plans for foreign manning of ferries but attached importance to 
achieving with the co-operation of the trade unions the manning levels essen- 
tial to commercial success. Trafalgar told us it had disclosed to the British 
Rail Board its possible interest in Sealink in the event of ‘privatisation’. 

7.27. United Kingdom jobs and the foreign exchange position might be 
affected if closure or sale of P & O’s ferries were a likely consequence of 
the merger, but Trafalgar told us its intention was to stay in the ferry business. 
It IS true that Trafalgar has no operating experience of this business, but 
we do not think this would necessarily lead to the problems which P & O 
predicted; nor do we think Trafalgar would be likely to handle industrial 

relations in such a way as to prejudice the long-term profitability of the busi- 
ness. 

7.28. We have no reason to think that Trafalgar would reduce or abandon 
the Scottish ferry services, which are supported by public money. 
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Conclusion 

7.29. We do not think that the merger will affect the ferry business in 
a way prejudicial to the public interest. 



CARGO SHIPPING 
Container shipping 

7.30. Trafalgar is a member of ACT and P & O of OCL. If the merger 
were to take place, therefore, Trafalgar would be a member of both consortia.^ 

7.31. Within ACT Trafalgar is a member of ACT(A). P & 0 argued that 
there was competition between OCL and ACT(A) in the United Kingdom/ 
Northern Europe to Australasia container trade which would be reduced if 
Trafalgar had an interest both in ACT(A) and in OCL. Trafalgar’s acquisition 
of P & O’s shareholding in OCL would also, P «fe O argued, reduce OCL’s 
foreign earnings through loss of market share in that trade, in the Europe 
to Far East trade and in cross-trades in which OCL’s trade shares were derived 
from the services previously operated by P & O. 

7.32. Blue Star and Ben Line, partners of Trafalgar in ACT(A) and ACT 
respectively, supported P & O’s objections to the merger on grounds of loss 
of competition in the Australasian container trades and probable loss of 
United Kingdom market share to foreign lines. Both felt that Trafalgar’s 
acquisition of P & O’s interest in OCL would cause Trafalgar to neglect its 
interest in ACT while exercising ‘negative’ control,^ and expose Trafalgar 
to a conflict of commercial interests. 

7.33. Trafalgar denied that its acquisition of an interest in OCL would 
cause any reduction of competition. It submitted that competition between 
ACT(A) and OCL in the Australasian trades is excluded both by the rules 
of the conferences in those trades, to which ACT(A) and OCL both belong, 
and also by the supplementary agreements between ACT(A) and OCL on 
the operation of services. Competition arises, Trafalgar said, not inside the 
conferences but between conference lines and non-conference lines. 

7.34. In view of this conflict of evidence between the main parties and 
the differing views expressed to us by the British Shippers’ Council and the 
Institute of Freight Forwarders, we attached particular importance to the 
views of individual shippers in the United Kingdom and of marketing organi- 
sations in Australia and New Zealand. All those who commented recognised 
that the scope for competition between conference members was liinited 
because of the conference agreements and arrangements between associated 
conference lines. Several thought that competition amongst conference 
members was in practice non-existent and that the main competitive element 
in the trade was provided by the non-conference lines. The majority of those 
who commented on the likely effects of an OCL/ ACT (A) merger thought 

1 Subject to the operation of the pre-emption provisions— see paragraphs 4.24 and 4.25. 

2 See paragraph 7.38. 
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the situation would remain unchanged, although some expressed a preference 
for being able to continue to deal with two consortia rather than one. 

7.35. There is no doubt about the pressure exerted on ACT(A) and OCL, 
particularly by Australian and New Zealand shippers, to reduce freight rates 
or suffer a loss of traffic to non-conference lines. This gives each consortium 
a strong incentive to maximise efficiency and to market its services effectively 
in response to the challenge of the non-conference lines. This incentive would 
continue to apply to a merged concern. The consortia do not compete with 
each other on rates. Trade shares of conference members are fixed by the 
agreements and may be re-negotiated periodically, but the relative shares of 
OCL and ACT(A) have not in practice been altered for many years. We 
believe that effective competition on service exists principally in relation to 
the shore-based aspects of the service. Even in the shore-based phases of the 
service there is no competition between conference members on rates, but 
there may be a measure of competition here between OCL and ACT(A) in 
the standard of service provided. This measure might disappear if the merger 
led to closer co-operation between ACT(A) and OCL or amalgamation of 
the two. However, customers would continue to have the option of making 
their own arrangements for the inland haulage of containers, unless a merged 
concern changed the existing arrangements. Any such change might constitute 
an anti-competitive practice, in relation to which action might be taken under 
the Competition Act. The other shore-based aspects of the service (eg the 
handling of documents) in which there may at present be competition are 
only a small part of the total service. In our judgment competition in these 
aspects is much less important than the competition which would continue 
to be offered by non-conference lines. We do not think, therefore, that any 
reduction in competition in these aspects would amount to a significant detri- 
ment to the public interest. 

7.36. OCL was formed in 1965 and ACTA(A) in 1967. The Australian 
routes were containerised in 1970 and the New Zealand routes between 1972 
and 1977. Pressure from both non-conference lines and other countries’ 
national lines within the conferences may possibly lead to a reorganisation 
of container services before long. Indeed, we were told by Trafalgar that OCL 
and ACT(A) are already contemplating closer co-operation. The merger would 
give impetus to closer co-operation and reorganisation of container services, 
but it is impossible to predict exactly what changes might be made. While 
Trafalgar said its preference would be to foster the amalgamation of OCL 
and ACT(A), the outcome would depend on the attitude of the other parties 
and the effect of the pre-emption provisions of both OCL and ACT(A). Some 
members of the consortia might prefer the present position to continue un- 
changed, but this seems to us to be unlikely with or without the merger, 
nor do we think that the public interest is necessarily identified with the preser- 
vation of the existing structure. 

7.37. It is possible that a merger of ACT(A) and OCL, if it were to occur, 
might yield savings in costs pising from the rationalisation of the marketing 
functions of the two consortia. We are unable to judge how great the savings 
might be or the time over which these savings might accrue. 
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7.38. It was argued that possession both of an interest in ACT(A) and 
of an interest in OCL would enable Trafalgar to act in a manner unfair to 
other members of either consortium. Ben Line feared that Trafalgar would 
transfer Cunard’s Australia/New Zealand trade rights and ships to OCL, with 
a consequent threat to the survival of ACT. Blue Star Line feared that Trafal- 
gar would concentrate investment in OCL while blocking investment in 
ACT(A), thus restraining ACT(A)’s ability to compete effectively. This would 
have a serious effect on Blue Star Line’s profitability. Blue Star Line saw 
an additional threat to its competitive position if Trafalgar were privy to 
confidential market information and the business plans of both consortia. 

7.39. This is an area of great uncertainty. We do not know whether the 
merger, if it took place, would lead to the amalgamation of OCL and ACT(A). 
If the amalgamation were not to occur, we do not know whether Trafalgar 
would be permitted by its partners to retain its interests in both consortia. 
We asked P & O’s partners in OCL, British and Commonwealth Shipping 
Co and Ocean Transport and Trading PLC, for their views on the merger; 
they told us they did not wish to comment. The apprehensions expressed 
by Ben Line and Blue Star depend upon their views of what would happen 
in these events. This seems to us too hypothetical to form the basis of any 
conclusion. 

7.40. P & O argued that a merger of ACT(A) and OCL or the holding 
by Trafalgar of an interest in both consortia would involve a loss of market 
share in the Australasian trades both to the non-conference lines and to some 
national lines (in part because P & O also believed that some shippers would 
not wish to rely on a single organisation). P & O believed that a loss of 
market share in the Far East and cross-trades would occur. In the light of 
evidence given by shippers, we think that the success of ACT(A) and OCL, 
whether combined or separate, in resisting loss of traffic to non-conference 
lines will depend on their ability to limit increases in costs, and thus freight 
rates, rather than on preservation of the existing structure of ownership. We 
are also unable to accept P & O’s predictions that a loss of business to the 
national lines would result directly from the merger. Some of the conference 
agreements already provide for progressive increases of these lines’ share of 
the traffic. Any additional increases of their share beyond what is provided 
in the conference agreements would, with or without the merger, be matters 
for negotiation, the outcome of which we cannot foresee. 

7.41. It is possible that OCL’s standing in the Far East freight conference 
and cross-trades may be vulnerable for reasons unconnected with the merger 
and that external circumstances or a change in the ownership of OCL itself 
could stimulate pressure for renegotiation of existing market shares. We are 
not convinced, however, that this pressure for renegotiation would necessarily 
follow from Trafalgar’s acquisition of P & O, nor that the outcome of such 
renegotiation would necessarily be as unfavourable to OCL as P & O 
suggested. 

Other cargo shipping 

7.42. Both parties have interests in cargo shipping beyond their partici- 
pation in OCL and ACT(A). P & O submitted that its shipping business would 
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suffer in consequence of the merger. It apprehended that Trafalgar, because 
of its lack of experience in the management of cargo shipping, its lack of 
commitment to the business and its requirement of returns in the short term, 
would lose the benefit of important bulk contracts and valuable business rela- 
tionships, and would probably dispose of parts of the business which P & O 
would retain and develop. 



7.43. This argument led us to consider the respective attitudes to shipping 
of the two groups, and the ability of the Trafalgar board to manage the 
shipping business of P & O. 

7.44. Lord Inchcape, who was chairman of P & O during the earlier stages 
of our inquiry, told us that the board felt that the future of P & O lay in 
the development of its non-shipping businesses, while hoping to retain the 
investments in shipping provided they appeared likely to be profitable. Mr 
Sterling, after he had become chairman, confirmed this j P & O, he said, would 
continue to be a shipowner, provided it could see prospects of satisfactory 
profits from shipping. He described P & O as ‘a major transportation service 
group , and said he did not think Trafalgar had decided to be a group of 
that kind. He thought the difference between the two lay in the attitude of 
the management and the length of time for which each would be prepared 
to continue in a business through the unfavourable phase of a cycle. 

7.45. We asked Mr Broackes what were Trafalgar’s main reasons for want- 
ing to acquire P & O. He replied that Trafalgar wanted to expand its passenger 
shipping, housebuilding and construction businesses and company acquisition 
was a good way of doing it. He said he had left out deep-sea-cargo and 
consortia interests, ‘because they are not high on our list of priorities’. When 
asked whether the diminution of Cunard’s fleet between 1971 and 1983 indi- 
cated that Trafalgar had no strong commitment to cargo shipping, he told 
us that it wodd be wrong to draw this inference. Trafalgar hoped, if the 
merger took place, to be able to retain P & O’s interest in OCL, and then 
to work for the amalgamation of OCL and ACT(A). In dealing with types 
of cargo sWps other than container ships, Trafalgar looked a good deal more 
closely at immediate profitability, since it was possible to withdraw from such 
trades and return to them when the market improved. 

7.46. P & O has in the past been more reluctant than Trafalgar to withdraw 
from particular parts of the shipping market in response to adverse short-term 
prospects. Hov/ever, both groups intend in future, to conduct their shipping 
business with strict regard to profitability, and we believe the difference 
between the tirne scale which each would consider acceptable would be likely 
to diminish. It is irnpossible to say that the merged group’s attitude to cargo 
shipping would be identical with that of an independent P & O, but we do 
not think the difference is likely to be such as to raise consideration of the 
public interest. 

7.47. The shipping assets of P & O are larger and more varied than those 
of Trafalgar, and the main board members of P & O possess between them 
greater experience and knowledge of the complexities of shipping management 
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than do the Trafalgar directors. P & O suggested that the Trafalgar board 
would not be able to give adequate consideration to the issues presented by 
P & O’s shipping business, would fail to take a sufficiently long-term view 
on investment decisions and would be likely to miss opportunities through 
failure to recognise or understand them. Trafalgar pointed out that parts of 
P & O’s shipping business had not been very profitable in recent years, and 
submitted that Trafalgar had demonstrated the soundness of its judgment 
in shipping matters by realising sooner than P & O that certain types of ship- 
ping, eg bulk carriers, did not offer prospects of satisfactory returns. 

7.48. Having examined the arguments and evidence submitted to us we 
have not found in this case factors to justify us in concluding on the grounds 
of the competence or attitude of the board of directors of Trafalgar that 
the merger should be prohibited because of its likely effect on the public 
interest. 



FLAGGING OUT 

7.49. P & O suggested that Trafalgar would be likely to flag out some 
of P & O’s cruise ships, all of which are at present registered in the United 
Kingdom. This, P & O argued, would be contrary to the public interest, 
because it was vitally important that these ships be available to the Govern- 
ment in time of emergency for carrying troops and there was no certainty 
that a ship registered abroad and manned by a foreign crew would be so 
available. 

7.50. It appeared to us that the Government must have formed some view 
of the effects of flagging out upon the requirements of national defence. We 
therefore consulted the Department of Transport, who are responsible for 
these matters, and the following reply was given with the authority of the 
Secretary of State : 

The role that the Merchant Navy might play in support of defence forces 
in times of emergency or war is kept under review by the Government. 
The Merchant Navy continues to be able to meet foreseen defence needs. 
In these circumstances, the Government does not consider it necessary to 
place restrictions for defence reasons on the flagging-out or sale abroad 
of ships registered in the United Kingdom. 

This appears to us to cover the defence aspects of the issue. It is necessary 
however to consider flagging out further because submissions relating to 
employment were also based on it. 

7.51. Trafalgar told us that the flagging out of P & O’s cruise ships would 
be no more likely under Trafalgar’s ownership than it is now under P & O’s 
ownership. P & O’s cruise ships are the subject of arrangements with the NUS 
under which large numbers of foreign ratings are employed. The intention 
and hope of Trafalgar would be to continue these arrangements, which leave 
very little incentive to flag out. 

7.52. In these circumstances, and in view particularly of Trafalgar’s state- 
ment that it would be no more likely to want to flag out P & O’s cruise 
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ships than P & O would be on its own, it does not appear to us that the 
merger would increase the risk of flagging out and so of reduced job oppor- 
tunities for United Kingdom seafarers. 

ROAD HAULAGE AND RELATED ACTIVITIES 

7.53. Trafalgar told us it had no current plans for disposal of P & O activi- 
ties other than banking and investment property interests. By implication, 
therefore, P & O’s interests in road haulage and related activities would be 
retained. P & O predicted that the merger would result in loss of strategic 
direction and operational control leading to losses of turnover, overseas earn- 
ings and United Kingdom jobs, but Trafalgar did not see the absence of 
comparable activities under its own management as a reason for doubt about 
the performance of these businesses following the merger. It regarded them 
as successful but capable of further improvement. P & O told us that the 
merger would lead to the loss of one important customer, but we received 
no conclusive evidence to indicate that most of these businesses would not 
continue to operate following the merger. 



CONSTRUCTION AND HOUSEBUILDING 

7.54. Neither Trafalgar nor P & O expected adverse effects on competition 
from the merger of construction and housebuilding interests. In 1982 the com- 
bined shares of the market for new housebuilding amounted to 2-5 per cent 
nationally and 4*5 per cent in the South-East. The combined share of the 
market for construction and civil engineering in Great Britain amounted to 

7 per cent. We do not think that market shares of this order would prejudice 
competition. 



7.55. Trafalgar expected benefits from the merger in terms of improved 
turnover, continuity and eventually expansion of employment. Combining the 
financial and technical resources of the two groups would strengthen interna- 
tional competitiveness with consequent benefit to foreign earnings. P & O’s 
predictions of adverse results from the merger on turnover, United Kingdom 
employment and foreign earnings rested on assumptions about incompatibility 
between Bovis’s and Trafalgar’s contracting methods and Trafalgar’s concern 
With conventional contracting business. P & O also had doubts about the com- 
bined company s position in particular foreign markets. 



7.56. Trafalgar did not accept that conventional and fee or management 
contracting were mutually exclusive. It saw advantage in both home and over- 
seas markets in being able to offer a choice of method from within the same 
group, and claimed that management contracting could tend to become out 
of touch if earned on indefinitely in isolation from direct participation in 
conventional contract work. ^ 



7.57. Bovis would form a substantial part of the combined company’s con- 
struction and housebuilding activities and we think it unlikely that its business 

decline as P & O suggested. Some rationalisation of the 
combined workforces engaged m this area is to be expected but, bearing in 
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mind the differences between Bovis’s and Trafalgar’s contracting methods 
and our view that it would not be in Trafalgar’s interest to allow the Bovis 
business to decline, we should not expect long term detriment to employment. 

7.58. We conclude that the combined construction and housebuilding inter- 
ests would be likely to function no less effectively in the home market than 
they do now, and that the ability resulting from the merger to offer stronger 
international competition in pursuit of new overseas opportunities could pro- 
duce beneficial effects in the longer term. 

EFFECT OF THE MERGER UPON TURNOVER, FOREIGN 
EXCHANGE AND EMPLOYMENT 

7.59. In connection with a number of the topics discussed in this chapter 
we have considered whether the merger would affect turnover, foreign 
exchange or employment. A recurring theme of P & O’s submissions was the 
argument that the merger would have adverse effects upon turnover, foreign 
exchange and employment, because Trafalgar would not be successful in run- 
ning the merged business. P & O submitted estimates of the particular losses 
which would be incurred, and suggested that these losses would constitute 
a detriment to the public interest. 

7.60. We have not considered these estimates in detail in this chapter, 
because we are unable to share the view of the future upon which essentially 
they depend. It will be apparent from the foregoing paragraphs of this chapter 
that we are not satisfied that Trafalgar would be unlikely to succeed in running 
the merged business. We have dealt at length with the businesses of cruising 
and cargo shipping. The merger would be likely to lead to considerable changes 
in all the businesses of P & O, but we do not take the view that Trafalgar 
would necessarily be less successful than P & O with Bovis or the ferry busi- 
ness, upon which two businesses P & O’s expectations of losses were princi- 
pally based, or with the parts of P & O’s construction business other than 
Bovis. 

FINANCIAL EFFECTS OF THE MERGER 

7.61. P & O referred in October 1983 to the possible effects of the acqui- 
sition on Trafalgar’s debt/equity ratio (see paragraph 5.22). P & 0 suggested 
that the ratio might be increased to unacceptable levels necessitating large 
scale disposals of P & O’s assets, for two possible reasons: 

(a) Trafalgar had stated publicly that, following the merger, it intended 
writing-down the assets of P & O substantially ; and 

(b) since the original offer was made in May 1983, increases in the value 
of P & O’s stock had produced a substantial difference between the 
stock market prices of the equity of the two companies. Trafalgar had 
been reported as stating previously that any increase in the offer would 
comprise either cash or fixed interest bearing securities. 

7.62. Trafalgar told us that a decision about revaluation of assets would 
not be taken until after the merger. Thus the first of the reasons for P & O’s 
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concern may not materialise. Trafalgar also told us it had no plans to dispose 
of P & O’s assets other than P & O’s banking business (TCB) and investment 
properties not required by its operating divisions. Trafalgar had taken account 
of these prospective sales in its computations of gearing ratios for the merged 
concern (Appendix 15). Trafalgar, with the support of its advisers, Kleinwort 
Benson Limited, stated in response to our inquiry that it regarded the probable 
gearing ratios of the merged concern as acceptable. 

7.63. We cannot foresee what the respective share prices might be at the 
time of a renewed offer or what the terms of the offer would be. 

7.64. In all these circumstances we cannot draw any conclusion for the 
public interest from these financial issues. 



Conclusion 

7,65. We conclude that the merger may not be expected to operate against 
the public interest. 



J G Le Quesne ( Chairman) 

J G Ackers 
L Kelly 
S R Lyons 
C M Miles 
R G Smethurst 
NED Burton ( Secretary ) 

15 February 1984 
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Appendix 1 

( referred to in paragraph 1.5) 

Bodies and indiyiduals who provided us with views 

or information 



1. Official bodies 
Bank of England 
Department of the Environment 
Department of Trade and Industry 
Department of Transport 
Industry Department for Scotland 

2. Local authorities 
Orkney Island Council 
Shetland Island Council 

3. Trade unions 

Association of Scientific, Technical and Managerial Staffs 
The Mercantile Marine Service Association 
The Merchant Navy and Airline Officers’ Association 
National Union of Seamen 
Trades Union Congress 

4. Trade associations 
The Baltic Exchange 
British Shippers’ Council 

Cunard Retired Group Staff Association 
General Council of British Shipping 
Heating and Ventilating Contractors’ Association 
The Institute of Freight Forwarders 

5. Shipping lines 

The Ben Line Steamers Limited 
Blue Star Line Ltd 
Ellerman Line PLC 
Overseas Containers Ltd 

6. Australian and New Zealand marketing organisations 
Australian Apple and Pear Corporation 
Australian Canned Fruit (IMO) UK Ltd 
Australian Dried Fruits (Europe) Ltd 
Australian Meat and Livestock Corporation 
Australian Wool Corporation 

New Zealand Apple and Pear Marketing Board 
New Zealand Dairy Board 
New Zealand Meat Producers Board 
New Zealand Wool Board 
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7. United Kingdom shippers and forwarding agents 
Avalon Overseas (Packing & Shipping) Ltd 
Courtaulds Export Services Ltd 

Ford Motor Company Ltd 

The General Electric Company PLC 

Hartrodt Lock Ltd 

Land Rover Ltd 

London Wool Brokers Ltd 

Meadowsfreight Ltd 

Pilkington Flat Glass Ltd 

Royal Doulton Tableware Ltd 

8. Shipping conferences 

The Australian conference 
The New Zealand conference 

9. Tour and travel operators 
Bath Travel 

Don Ton Associates 
Mayers Travel Service 
Powell Duffryn Travel 
Thomas Cook Ltd 
Woodcock Travel 

10. Customers 

Barnsley Chronicle Ltd 
British Shipbuilders 
Holland Carbon Fuels bv 
Imperial Chemical Industries PLC 
Justerini and Brooks Ltd 
Shell UK Ltd 
Southern Newspapers PLC 
Sulphuric Acid Association Ltd 
Tyne Shiprepair Ltd 

11. Suppliers 

Bensons International Systems Ltd 
Cardiff Craftsman Ltd 
Coiffeur Transocean (Overseas) Ltd 
Reinforcement Steel Services 
Southern Ships Stores Ltd 
Texaco Ltd 

Thyssen Nordseewerke Gmbh 
Trimline Ltd 

12. Associates 
Balfour Beatty Ltd 
Beresford Transport Ltd 
H Clarkson & Co Ltd 
John Mowlem & Co PLC 
Pickfords Removals Ltd 
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13. Other witnesses 
G J Bonwick 

D M Fuller C Eng MI Mar E 

Sir Frederic Harmer CMG 

Admiral of the Fleet The Lord Hill-Norton GCB 

Peter C Kohler 

Marine Transport Centre, Liverpool University 

Mr & Mrs Walter Moshier 

Mr & Mrs R R Mountford 

Captain D J Scott-Masson CBE, RD, ADC 

United States Congressman, Mr Jack Fields 
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Appendix 2 

( referred to in paragraph 2.5) 



Trafalgar House PLC: acquisitions since 1963 
where the consideration was more than £1*2 million 



Date 


Name of company 


Activity 


Consideration 


1964 


City and West End 
Properties Ltd 


Property 

development 


£4*6 million cash 


1966 


Woodgate Investment 
Trust Ltd 


Property 

development 


£1*75 million cash, 
shares and loan stock 


1967 


Ideal Building 
Corporation Ltd 


Housebuilding 


£4*2 million in preference 
shares and debenture 
stock 


1968 


Trollope & Colls Ltd 


Building and 
construction 


£12*4 million, in cash, 
debenture stock and 
ordinary shares 


1970 


The Cementation 
Company Ltd 


Specialist 
construction and 
engineering 


£14 million in shares and 
loan stock 


1971 


The Cunard Steamship 
Co Ltd 


Passenger and 
cargo shipping 


£27 million in cash, 
shares, loan stock and 
warrants 


1974 


Eastern International 
Investment Trust Ltd 


Investment trust 


£3*5 million in cash 
and shares 


1976 


The Ritz Hotel 
(London) Ltd 


Hotel 


£2*7 million cash 


1976 


Clark & Fenn 
Holdings Ltd 


Specialist building 
sub-contractor 


£4*3 million in cash 
and shares 


1977 


The Direct Spanish 
Telegraph Company 
Limited 


Investment 


£5*3 million in shares 


1977 


Express Newspapers Newspaper publishing 

Limited (Formerly 
Beaverbrook Newspapers 
Limited) 


£15*0 million in cash 


1977 


Morgan Grampian Ltd 


Magazine publishing 


£20*7 million in cash 


1978 


Young Austen & 
Young Ltd 


Specialist building 
sub-contractor 


£3*5 million cash 


1979 


S R & W D Whitemore 


Housebuilding 


£1*3 million loan stock 
and cash 


1980 


Focus 21 

Developments Ltd 


Land for 
housebuilding 


£2*3 million loan stock 


1981 


Frankipile 


Specialist 

engineering 


£6 million cash 


1982 


Redpath Dorman 
Long Ltd 


Structural 

engineering 


£10 million cash 



Source: Trafalgar, 
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Appendix 3 

f referred to in paragraph 2.5 ) 

Trafalgar House PLC: composition of fleet in 1971 and 1983 



Cargo and offshore fleet in August 1971 



Vessel type 

Containerships 
ACL containerships in 
service 



ACT(A) containerships 
in service 



ACT(A) containerships 
under construction 



Refrigerated cargo ships 



Total refrigerated cargo ships 







Container 








capacity 


Year 


Name 


DWT 


(TEU) 


built 


Atlantic Causeway 


18,145 


730 TEU 


1969 






950 cars 




Atlantic Conveyor 


18,145 


730 TEU 


1970 






950 cars 




ACT 1 (45%) 


26,422 


1,414 


1969 


ACT 2 (45%) 


26,422 


1,414 


1969 


ACT 3 (26%) 


26,096 


1,158 


1971 


ACT 4 (26?/„) 


26,096 


1,158 


1971 


e — 6 vessels 


141,326* 






ACT 6 


26,000 


1,220 


1972 


No. 43 


33,000 


1,800 


— 


(subsequently cancelled) 








Dilkara (33-3%) 


20,500 


1,205 


1971 


instruction — 3 vessels 


79,500 






Port Caroline 


19,710 




1968 


Port Chalmers 


19,710 




1968 


Port Nicholson 


18,964 




1962 


Port New Plymouth 


17,584 




1960 


Port Brisbane 


16,105 




1949 


Port Auckland 


16,120 




1949 


Port Melbourne 


13,864 




1955 


Port Sydney 


14,167 




1955 


Port Pirie 


11,210 




1947 


Port Alfred 


12,151 




1961 


Port St Lawrence 


12,221 




1961 


Port Launceston 


11,809 




1957 


Port Nelson 


11,475 




1951 


Port Townsville 


12,308 




1951 


Port Adelaide 


12,670 




1951 


Port Montreal 


9,889 




1954 


Port Burnie 


9,650 




1966 


Port Albany 


9,775 




1965 


Port Huon 


9,775 




1965 


Port Lyttelton 


10,780 




1947 


Port Lincoln 


10,480 




1946 


! — ^21 vessels 


280,417 







• Total dwt. of vessels, not limited to Cunard’s share. 
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Container 










capacity 


Year 


Vessel type 


Name 


DWT 


(TEU) 


built 


General cargo ships 


Maipura 


12,000 




1952 




Mahout 


10,640 




1963 




Markhor 


10,950 




1963 




Mahronda 


10,505 




1964 




Manipur 


10,505 




1964 




Mahseer 


11,925 




1948 




Mathura 


10,430 




1960 




Mangla 


10,430 




1959 




Masirah 


10,530 




1957 




Mahsud 


11,846 




1968 




Maihar 


11,846 




1968 


Total general cargo ships — 11 


vessels 


121,607 






Products carriers in service 


Luminous 


25,000 




1968 




Lustrous 


24,900 




1968 




Lucigen 


20,203 




1962 




Luxor 


19,944 




1960 


Total products carriers in service — 4 vessels 


90,047 






Products carriers under 


Lumiere 


23,500 




1972 


construction 


Lumen 


23,500 




1971 




Luminetta 


23,500 




1972 



Total products carriers under construction— 3 vessels 70,500 



Bulk carriers under Cunard Campaigner 27,000 

construction Cunard Caravel 27,000 

Cunard Carronade 27,000 

Cunard Calamanda 27,000 

Cunard Cavalier 27,000 

Cunard Carrier 27,000 

Cunard Champion 27,000 

Cunard Chieftain 27,000 



Total bulk carriers under construction — 8 vessels 216,000 



1972 

1972 

1972 

1972 

1973 
1973 
1973 
1973 



Offshore supply vessels 
in service 



Island Shore 


671 


1970 


Cape Shore 


629 


1970 


Pacific Shore 


888 


1969 


North Shore 


942 


1965 


Arctic Shore 


829 


1969 


Nova Shore 


829 


1969 


East Shore 


943 


1966 


Kent Shore 


943 


1967 


Suffolk Shore 


943 


1967 


Atlantic Shore 


808 


1968 


Essex Shore 


808 


1967 


Norfolk Shore 


831 


1967 


Tropic Shore 


808 


1969 


Strait Shore 


706 


1970 


South Shore 


655 


1965 


Petrel Shore 


670 


1970 



Total supply vessels in service — 16 vessels 



12,903 
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Container 










capacity 


Year 


Vessel type 


Name 


DWT 


(TEU) 


built 


Supply vessels under 


Channel Shore 


838 




1972 


construction 


Polar Shore 


838 




1971 




Ocean Shore 


838 




1972 




Bay Shore 


838 




1971 




Orkney Shore 


810 




1973 




Shetland Shore 


944 




1973 


Total supply vessels under construction — 6 vessels 


5,106 








Cargo fleet in July 1983 






Containerships 


Atlantic Causeway 


17,277 


738 + RO/RO 


1969 




Atlantic Star 


20,346 


501+RO/RO 


1967 




ACT 1 (45?^) 


28,306 


1,414 


1969 




ACT 2 (45%) 


28,308 


1,414 


1969 




ACT 3 (36%) 


27,953 


1,294 


1971 




ACT 4 (26?/„) 


11, m 


1,294 


1971 




ACT 6 


28,104 


1,356 


1972 




ACT 7 (42%) 


39,712 


2,158 


1977 




Dilkara (33?4) 


20,651 


1,220 


1971 


On order: 


G3 new building 


28,050 


1,400+ RO/RO 


1984 


Fruit carriers 


Samaria 


12,180 




1973 




Scythia 


12,180 




1972 




Saxonia 


12,180 




1972 




Servia 


12,182 




1972 




Carmania 


10,974 




1972 




Carinthia 


10,974 




1973 


Products carriers 


Lucerna 


39,865 




1975 




Lumiere 


24,950 




1972 




Luminetta 


24.950 




1972 




Passenger fleet in August 1971 












Passenger 


Year 


Vessel type 


Name 


GRT 


capacity 


built 


Passenger ships in 


Queen Elizabeth 2 


65,863 


2,025 


1969 


service 


Franconia (Invernia) 


21,406 


940 


1955 




Carmania (Saxonia) 


21,370 


940 


1954 


Total passenger ships— 


-3 vessels 


108,639 






Passenger ships under 


Cunard Adventurer 


17,500 


832 


1971 


construction 


Cunard Ambassador 


17,500 


832 


1972 


Total passenger ships under construction— 2 vessels 


35,000 








Passenger fleet in July 1983 








Queen Elizabeth 2 


67,140 


1,609* 


1969 




Cunard Countess 


17,495 


792* 


1976 




Cunard Princess 


17,495 


802* 


1977 


For delivery 


SagaQord 


24,109 


600* 


1965 




Vistafjord 


24,292 


750* 


1973 



150,531 4,553 

Source: Trafalgar. 



♦Excludes upper berths. 
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Appendix 4 

( referred to in paragraph 2.9) 



Trafalgar House PLC: group organisation and management structure as at July 1983 

C 



c 



Trafalgar House Board 



Executive Committee 



c 



Group Managing Director 

E. W. Parker 



jZ 



yr 



D 

3 






TMTALBAR HOUSE CONSTRUCTION 



MVtSNM 

E.W. Parker, Chairman | 
DM, Calverlay, 

Managing Director 



RIHUHHS CONTRACTIM 
DIVISKHI 

P.R. Howell, Chairman 
and Managing Director 



Dew Meal 
HaMleii p.l>c< 

Badger Farm ltd, 

Benlwaters 
Houstnglld, (50K.I 
Benlwalers 
NotnineesLld.(50Hi| 

Central Ideal Homes Ltd, 
E.F,G,H,Lld.(5(Ki| 

Focus 21 

DevelopmenlsUd, 

GoWswortli Park 
Developments Ltd, 

New Ideal 
Oevetopmenta Lid, 

New Ideal Hrxnos Ltd, 
Northern Ideal Homes Lid, 
Sraltisti Ideal Homes Ltd, 
Soudiem Ideal Homes Ltd, 
Trollopoi Colls Homes Lid, 



TnilltfM & Calls 
HaMIngi Ltd. 

Agent PiMil Group Lid, 

Agent Plant Hire Ltd, 

Anderson 

Conslruction Company Ltd, 
Bosworth 

(Construction Servcesl Ltd, 
Bridge Walker Ltd. 
Gwienlalion Building Ltd. 
Clarks Fenn 
Holdings Lid, 

Clarks Fenn Ltd, 

Decorative Art Guild Ltd, 

Delta Plant Hire Ltd, 

Echoslop Systems Ltd. 
Flresnow Protection 
Services Ltd. 

FirmlnSCodinsLId 
G, Jacksons Sons, Lid, 
Hawley Plant Lid, 

Jno CroadLid 
Martin Araustai Ltd, 

Peiner Aliscr)rt Lkl, 

Rashleigh Phipps 
ElecIncalUd, 

Samuel StoitS Sons Ltd, 
Simwam Plant LW 
Themw Acoustic 
Products Lid. 
rrollopeS Colls (City) Lid, 
Trollopes Colts Jotnety Lid, 
Trollopes Colls Ltd 
TroSopeSCoUs 
Management Lid. 

TroHopeS Colls 
I Technical Servrcaa Lid, 
VenducILtd, 

WIMLId. 

W.J. Simms Sons S 
Cooke (Northern) Lid, 

Young, Austen S Young Ltd. 
Young, Austen S Young 
(Eleclrical)Lld. 

Young, Austen S Young 
(Intemallonall Ltd, 
Y.A,Y.Servk»sLld! 



CIVIL AND INTERNATIONAL 
CONSTRUCTION MVtSION 

V.A, Grundy, Chairman 
and Managing Dirorrtor 



SPECIAUST EN0IHEERM6 
CONTRACTIM MVISHm 

I V.A. Grundy, Chairman 
J.U. Carina, 

1 Managing DIraclor 



UNITED 

STRUCTURAL 
EIMUHEERIM 

,A. Grundy. Chairman 
W,S, Fletcher, 
Managing Director 



CawwatallM CMI and 
hitaniatlsflal CanstractlM 
Heldliist Ltd, 

Cemenlalion Construction Ud, 
RDLContracliogLId, 
Cementation Inlemational Ltd, 
Trollope Cons 
Cemenlalion Overseas Lid. 
Cemenlalion 
Sico Oman Lid, (65%) 
Cemenlalion 
Saudi Arabia Lid. 

Unilod Consiniction Company 
(Allam-Cemenlabon) (40%) 
Galadan Cemenlalion 
(Ptivala) Lid, (35%) 
Crtmenlallon Inlemational 
Engineering Ud. 

Cemenlalion Pro(ecls Ltd, 



j CawantatlM 
I Spadallit HeWInos Ltd. 

I Comenialion Ground 
I Engineering Ud. 

I Cemenlalion ChemicalaLId, 
Drilling S Prospecting 
I Inlemational Lid. 

I Camenlaliort Mining Lid, 

I Camenlalion Pikng 
and Foundations Ltd. 

I Cemenlalion Ftankipile Ltd, 

I The Cementalion Co. 

(NandlLId 
I Cemenlalion 
I (Northern Ireland) Ud. 

I Cemenlalion Frankipile 
Overaeaa Lid, (50%) 
Camenlalion (Mutlellle) Lid, 

I Cemenlalion (Middle EasI) Ltd, 

I Cemenlaliort Research Lid. 

I Cemenlalion Specialisl Slores 
I S Workshops Lid. 

I TrocollOuarrlesUd, 

I W,J, Simms Sons S 
I Cooke (Opencast) Lid, 

I The Comenialion Co, 
|(Auslralia)Lld, 

I The Crtmonlalmn Co, 

I (New Zealarxi) Ud 
I The Cemenlalion Co, 

I ol Amerla Inc. 

I Cementalion Was! Inc. 

I Oracle Drilling Co. Inc. 

I The Cemenlalion Co, 

I (Canada) Lid. 

I Geoproarxi Inlamolional Ud. 

I Geeptostxi Overseas Ud. 

1 The Cemenlalion Co. 

I (Zambia) Ud. 

I The Cemenlalion Co, 

I (Zimbabwe) Ud, 

I Cemindia Company Ud. (51%) 



ClivelaiM RtMlpatk 
EwglRMriiig HoWIngs Ltd. 

The Cleveland Btidgo 
Engineering Company Ud. 
Cleveland Bridga and 
Englnoenng (Hong Kong) Ud. 
Brilish Bridge 
Builders Ud. (50%) 

CKD Sleel Sifuclures 
PtBLId.(33!%) 

Cleveland Bridge 
A Engineenng Middle East 
(Privale) Lid. (32,5%) 
Cleveland Redpalh 
Offshore Ud. 

Cleveland Oltshore Ud. 
Hu^s & Ellison Ltd 
Redpalh Otlshore Ud, 

Redpalh Dorman Long Lid. 
Dorman Long Bridge 
A Engineenng Ud. 

Richard Lees Ud. 

Cleveland Redpalh 
Engineering Services Lid. 
Cleveland Pipework 
Services Ud. 

Redpalh Engineenng Ud. 
Lawfonce'Alllaon Ud. 
Lawrsnee-Alllson 
Services Ud. 
Lawtence-Alllson A 
Assodales Corporation 
LawretKe-Alllaon A 
Assodales West Inc. 



RUSINESS DEVELOPMENT 
AND MANKETIM 

H.W.A. Francis 



Business development and 
markeling lor Ttalalgar House 
Consiruclion Holdings Limilod 
other ihan the South Alncan 
operations. 



A 

SOUTH AFRICAH 
OPEHATIOHS 

R.T. Shaw, Chairman 
and Managing Director 


FROPERH DIVmOM 

E.W. Parker, Chairman 
G.H.B. Carter, 
Managing Director 


CARGO SHtPPtWi 
AHD AVIATIOH DIVISION 

E.W. Parker, Chairman 
W.B. Slater, 

Managing Director 


IWTEU DIVISION 

E.W. Parker, Chairman 
N. Vecchione, 
Managing Director 


Tin CifflMtatlon Co. 


Tratalgar Hovm 


The Cunard 


U.K. Hotels 


(Alrlca) Ltd. 161 89%) 


Devalopmonts Holdings Ltd. 


Steam-Slilp Co. p.i.e. 


CuRSud Hotels Ltd. 


Cemenlalion (Alrica 


Tralalgar House 


Bigland Hogg A Co, Ud. 


Cunard 


Coniracts) (Ply) Ltd. (61,89%) 


Developments Ud. 


Cunard'Brocklebank Ud. 


Cambridgeshire Hold Ud, 


Cementalion 


Tralalgar House 


Cunard Arabran Middle 


The Cunard 


Engineering (Ply) Ltd, (61 .69%) 


(Indusinal) Developments Lid, 


EasI Line Ud. 


Inlemational Hold Lid. 


Cemenco Foundry 


Ttalalgar House 


Cunard Ship Management 


Cunard Hold Bristol 


(Pty) Ltd (61,89%) 


Developments (Scotland) Lid. 


Services Ud. 


(M^ylair) Ltd. 


Fanlecnio (Ply) Ltd. (61,89%) 


Tralalgar House 


Cunard Shipping 


The Ritz Hold 


lES Engineenng Co. 


Developments (Soulhern) Ud 


Services Lid. 


(London) Ltd, 


(Ply) Lid. (61.89%) 


Tralalgar House 


HE, Moss A Co, Ltd, 


CarlMMan Hotels 


lES-Morepump 


Management Lid. 


Moss Tankers Ud, 


Cunard 


(Pty) Ltd, (61.89%) 


THM Developmenis Ud, 


Port Line Ud. 


Resorts Ltd. 


J. H, Rllchio and Company 


Builders Amalgamaled Co, Ltd, 


Thos. A Jno, 


La Toe Hddings Ud, 


(Pty) Lid, (61.89%) 


Ttalalgar House 


Brocklebank Ud 


Paradise Beach Ltd, 


P, A E. Euslice 


Group Premises Ud, 


Heavylill Cargo Airlines 




Stampings (Pty) Ltd (61,89%) 


Ttalalgar House 


Ltd. (66.6%) 




Poslpower (Ply) 


Real Estate Inc. 






Ltd. (52.6%) 


Trollope A Colls 






Siding Construction 


Developments Ud, 






A Maintenance Co, 


City and West End 






(Ply) Lid, (61.89%) 


Properties Ltd, 






William Bain A Co. 


Goldquill Ud. 






(SA)(Ply) Ud, (61,89%) 








Gold Fields 








Cementation Mining 








Co. Ltd (30.95%) 








GF Diamond Drilling 








A Devekjpmeni Co, 








(Ply) Lid. (30,95%) 








Revalve Sendees 








(Pty) Ltd, (30.95%) 












Nole: The (iguros shown in brai 


diets Indicale Ihe percentage ol 






Ihe equity capital ol the compa 


lies concerned owned by Ihe Grc 



PASSENCER SHIPPINO 
DIVINON 

E.W, Parker. Chairman 
R.M, Bahna, 

Managing Director 



Crniard Urn LU. 

Cunard Cruise Ships Lid. 



0ILAN0 6AS 
MVESTMENTS 

E.W. Parker. Chairman 
J.R. Williamson, 
Managing Director 



TnfilgarHeua 
Oil and 6m Ltd. 



T.H.I.8ROUP SERVICES LTD. 



E.W. Parker. Chairman 
and Managing Director 



Investment 
R, Axford 
Personnel 
P.W, Coles 
Premises 
J. Bateman 
Pubkcily 
J. Poole 
Seaelanal 
I. Fowler 

Finance International Ud. 

Tralalgar House 
Investment 
Management Ltd. 

R. Axiord 

Cunard Crusader 
World Travel Ltd. 

B. D. J. Crisp 



D.M. Taylor 



Accounbng 
T.B. Coombs 
Data Processing 
J.D. Blagden 
Insurance 
M.J.R. Lalley 
Internal Audit 
T.J. Winter 
Legal 

J.F. Ewing 
Supply 
G. Lyons 
Taxation 
R E. Heather 
Treasurer 
J.E. Lawlord 

Collin Wilson 
Insurance Brokers 
(London) Lid 
D. M.Taykx 
Allied Business 
Systems Lid. 

J. K- S. Elsden 



Source; Trafalgar. 



80 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Appendix 5 

(referred to in paragraph 2,11) 



Trafalgar House PLC : summary of consolidated profit and loss accounts— five years ending 30 September 



C50 



1978 





Turnover 


Profits 


/ 0 




£'000 


£'000 




Property & investment 


65,953 


37,657 


58*7 


Contracting, civil 








engineering etc 


386,109 


20,296 


31-7 


Shipping, aviation 








& hotels 


233,158 


2,954 


4*6 


Newspapers & maga 2 dnes 


139,783 


3,200 


5-0 




825,003 


64,107 


100-0 


Interestt 




3,476 




Profit before tax 




60,631 




Taxation 




21,221 




Minority interest 




769 




Net profit after tax 




38,645 




Extraordinary items 




(1,229) 




Employee profit sharing 








scheme 




— 




Preference dividend 




(80) 




Ordinary dividend 




(9,182) 




Addition to reserves 




28,154 





1979 1980 



Turnover 

£'000 


Profits 

£'000 


X 

/ O 


Turnover 

£'000 


Profits 

£'000 


X 

f O 


67,932 


16,564 


37-9 


74,839 


24,539 


35-3 


491,965 


26,274 


60-1 


560,286 


23,550 


33-9 


201,042 

185,188 


(5,738) 

6,598 


(13-1) 

15-1 


210,853 

220,130 


17,272 

4,191 


24-8 

6-0 


946,127 


43,698 


100-0 


1,066,108 


69,552 


100-0 




— 






20,479 






43,698 

15,294 

872 






49,073 

17,176 

1,025 






27,532 

4,684 






30,872 

(464) 






(80) 

(11,036) 






(430) 

(80) 

(12,812) 






21,100 






17,086 





1981 1982* 



Turnover 

£'000 


Profits 

£'000 


% 


Turnover 

£'000 


Profits 

£'000 




70,529 


23,725 


32-5 


73,046 


19,505 


24-7 


637,230 


31,949 


43-8 


733,911 


42,884 


54-3 


221,843 

260,440 


10,437 

6,827 


14-3 

9-4 


244,138 


16,579 


21.0 


1,190,042 


72,938 


100-0 


1,051,095 


78,968 


100-0 




17,934 






13,407 






55,004 

4,502 

1,376 






65,561 

14,850 

1,079 






49,126 

22,039 






49,632 

(149) 






(80) 

(14,865) 






(749) 

(80) 

(17,280) 






56,220 






31,374 





Source: Trafalgar. - — 

* The fieures for 1 982 do not include amounu relating to the Newspaper and Magazine interests which were demerged during that year. 

t In 1978 and 1979 interest was allocated to divisions; the amounts were 1978 £20,102K and 1979 £17,584K. The figure of £3,476K for 1978 relates to the funded debt part of the interest charge for that year only. 
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Appendix 6 

(referred to in paragraph 2.12) 



Trafalgar House PLC : summary of consolidated balance sheets 

as at 30 September 

£’000 





.1978 


1979 


1980 


1981 


1982 


Assets employed 
Fixed; 


Properties 


77,484 


67,451 


65,913 


48,700 


41,381 


Hotels 


27,652 


28,854 


30,545 


33,795 


34,557 


Ships and aircraft 


162,068 


149,410 


126,786 


107,391 


101,401 


Plant and equipment 


47,075 


55,150 


71,102 


82,199 


58,297 




314,279 


300,865 


294,346 


272,085 


235,636 


Interests in associated companies and 


investments 


8,120 


13,004 


12,549 


17,654 


37,229 


Cost of control, copyrights and magazine 


titles* 


30,987 










Net current assets 


(excluding net current borrowings) 


50,704 


44,240 


64,323 


102,171 


102,240 




404,090 


358,109 


371,218 


391,910 


375,105 


Deduct: 


Borrowings 


167,920 


140,814 


130,577 


128,109 


83,886 


Long-term creditors and provisions 


25,145 


18,860 


15,457 


17,009 


54,283 




211,025 


198,435 


225,184 


246,792 


236,936 



Net assets 



Financed by: 



Cum pref shares 


1,570 


1,570 


1,570 


1,570 


1,570 


Ordinary shares 


31,950 


47,977 


47,989 


48,031 


48,044 


Share premium account and reserves 


144,382 


118,426 


135,028 


188,462 


179,257 


Deferred taxation 


28,209 


24,889 


34,167 


375 


415 


Shareholders’ funds 


206,111 


192,862 


218,754 


238,438 


229,286 


Minority interests 


4,914 


5,573 


6,430 


8,354 


7,650 




211,025 


198,435 


225,184 


246,792 


236,936 


Debt/equity ratio (%) 


81-5 


73-0 


59-7 


53-7 


36-6 



Source: Trafalgar. 



*This item was written off against reserves in 1979, 
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Appendix 7 

( referred to in paragraph 2.13) 



Trafalgar House PLC : summary of statements of source 
and application of funds — years ended 30 September 



Sources 

Operations (ind depreciation) 
Extraordinary items and profit 
sharing scheme 

Disposal of assets and investments 
Long-term loans and funded debt 
Issues of ordinary shares 



Applications 

Payment of long-term provisions 
and creditors 

Decrease/(increase) in working 
capital 

Purchase of fixed assets 
Increase in recoverable ACT 
Repayment of funded debt and 
long-term loans 
Increase in investments 
Cost of control copyrights etc 
Dividends paid 
Demerged activities 

Net increase/(decrease) in funds 
(cash less bank overdrafts) 



1978 


1979 


1980 


90,679 


66,908 


81,126 


(1,229) 

51,365 

22,472 

65 


4,684 

20,945 

37,272 

21 


(766) 

29,467 

42,463 

50 


163,352 


129,830 


152,340 


8,017 


14,100 


9,340 


27,309 

47,709 

3,160 


(24) 

37,004 

4,596 


33,869 

45,930 

5,375 


49,149 

1,132 

19,669 

8,772 


59,247 

694 

3,232 

9,805 


48,364 

471 

1,725 

12,051 


(1,565) 


1,176 


(4,785) 



£W0 



1981 


1982 


Total 


60,486 


100,003 


399,202 


22,039 

16,193 

25,507 

235 


(3,785) 

6,108 

17,565 

11 


20,943 

124,078 

145,279 

382 


124,460 


119,902 


689,884 


7,507 


(30,224) 


8,740 


16,158 

42,443 

6,023 


10,404 

36,019 

7,372 


87,716 

209,105 

26,526 


32,553 

5,994 

141 

14,099 


44,087 

19,420 

865 

16,152 

6,333 


233,400 

27,711 

25,632 

60,879 

6,333 


(458) 


9,474 


3,842 



Source: Trafalgar. 
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Appendix 8 

( referred to in paragraph 3.6) 

The Peninsular and Oriental Steam Navigation Company : 
composition of fleet in 1971 and 1983 



Owned 

Bulk carriers 
Oil/bulk/ore carriers 
Tankers 
Gas ships 

Coasters 

Roll-on/roll-ofF cargo ships 
Passenger/cargo ferries 
Cargo liners 
General cargo traders 
Fishing vessels 
Offshore vessels 
Tugs 

Special duty vessels 
Passenger ships* 

Parcel tankerst 



Associates 

Container shipsj 
Cargo liners 
Gas ships§ 

Chemical carriers 
Tankers 
Bulk carriers 
Offshore vessels 
Tugs 



Summary 

Owned 

Associates 



Source: P & O. 



30 September 1971 
Aggregate 



Ships 


capacity 


6 


250,905 dwt 


3 


220,321 dwt 


17 


1,408,658 dwt 


— 


— 


27 


31,273 dwt 


7 


24,755 dwt 


10 


48,815 grt 


119 


1,073,603 dwt 


17 


165,911 dwt 


6 


5,366 grt 


2 


1,080 grt 


— 


— 


4 


10,110 grt 


19 


391,473 grt 


1 

238 


13,500 dwt 


2 


58,250 dwt 


— 


— 


— 


— 


— 


— 


— 


— 


— 


— 


— 


— 


2 

238 

2 

240 





30 September 1983 




Aggregate 


Ships 


capacity 


2 


258,715 dwt 


3 


462,859 dwt 


3 


391,351 dwt 


9 


335,861 cbm 




(266,867 dwt) 


7 


28,381 dwt 


11 


55,327 grt 


2 


16,391 dwt 


13 


13,725 grt 


2 


838 grt 


7 


189,217 grt 


2 


50,500 dwt 


61 





22 


761,049 


dwt 


3 


51,338 


dwt 


6 


208,626 


cbm 




(146,795 


dwt) 


9 


75,448 


dwt 


1 


81,131 


dwt 


1 


154,489 


dwt 


2 


1,713 


grt 


1 


397 


grt 


45 






61 






45 






106 







* Excludes Royal Princess. 

+ The ship shown in 1971 was included with associates in the 1971 Annual Report and Accounts, 
i 1983 includes 4 ships bareboat chartered to OCL from another of its shareholders. 

§P & O sold its 50 per cent interest in these ships in January 1984. 
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Appendix 9 

(referred to in paragraph 3.7) 

The Peninsular and Oriental Steam Navigation Company: group organisation and management structure 

as at November 1983 



oo 
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Appendix 10 

( referred to in paragraph 3.9) 



The Peninsular and Oriental Steam Navigation Company: 
summary of consolidated profit and loss accounts for year ended 31 December 



£W0 







197S 






J979 






1980 






1981 






1982 






Revenue 


Operating 


O' 


Revenue 


Operating 


O/ 


Revenue 


Operating 


o,- 

. a 


Revenue 


Operating 


O/ 

/o 


Revenue 


Operating 


/o 






result 






result 






result 






result 






result 




Activity 
































Deep sea cargo 


165,765 


12,369 


22-9 


165,296 


25,109 


31-2 


175,456 


34,455 


40-7 


128,439 


31,591 


40-1 


105,866 


14,074 


18-7 


Ferries 


38,271 


1,930 


3-6 


37,831 


3,925 


4-9 


79,067 


(5,328) 


(6-3) 


83,425 


(3,283) 


(4-2) 


95,367 


4,919 


6-5 


Passenger shipping 


115,252 


10,412 


19*3 


128,392 


8,689 


10-8 


139,818 


7,416 


8-8 


168,909 


5,264 


6-7 


186,793 


1,588 


2-1 


European transport 


98,129 


7,454 


13-8 


116,111 


5,978 


7-4 


125,113 


4,652 


5-5 


129,482 


2,956 


3-8 


137,354 


5,686 


7-6 


Oil rdated 


34,985 


(201) 


(0-4) 


36,484 


8,775 


10-9 


39,955 


18,062 


21-3 


41,542 


11,807 


15-0 


69,182 


15,628 


20-8 


Bovis 


267,050 


12,420 


23-0 


263,322 


11,008 


13-7 


276,298 


9,766 


11-5 


295,765 


14,304 


18-2 


347,740 


15,338 


20-4 


Banking 


6,181 


515 


1-0 


8,443 


1,690 


2-1 


12,416 


3,082 


3-6 


14,200 


3,742 


4-8 


21,823 


5,019 


6-7 


Other 


125,916 


9,131 


16-8 


135,732 


15,333 


19-0 


152,117 


12,618 


14-9 


186,085 


12,356 


15-6 


249,272 


12,998 


17-2 




851,549 


54,030 


100-0 


891,611 


80,507 


100-0 


1,000,240 


84,723 


100-0 


1,047,847 




100-0 


1,213,397 


75,250 


100-0 


Interest payable less receivable 




(35,540) 






(41,783) 






(37,647) 






(37,787) 






(41,702) 




Profit before taxation 




18,490 






38,724 






47,076 






40,950 






33,548 




Taxation 




(9,709) 






(12,222) 






(16,321) 






(10,487) 






(12,181) 




Profit after taxation 




8,781 






26,502 






30,755 






30,463 






21,367 




Minority interests 




(1,308) 






(1,524) 






(1,148) 






( 645) 






(1,299) 




Net differences on exchange 




(6,270) 






( 76) 






(4,796) 






8,125 






323 




Extraordinary items 




(7,443) 






51,969 






(5,778) 






(14.793) 






(19,600) 




Attributable to P & O stockholders 




■(6,240) 






76,871 






19,033 






23,150 






791 




Dividends 




(9,362) 






(10,010) 






(11,440) 






(14,325) 






(14,344) 




Surplus/(deficit) transferred to 
































reserves 




(15,602) 






66,861 






7,593 






8,825 






(13,553) 





Source: P & O. 
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Appendix 1 1 

(referred to in paragraph 3.10) 



The Peninsular and Oriental Steam Navigation Company : 
summary of consolidated balance sheets at 31 December 



£’000 





1978 


1979 


1980 


1981 


1982 


Assets employed 












Fixed 












Ships 


432,525 


393,598 


334,344 


301,798 


280,498 


Properties 


155,162 


154,079 


149,606 


152,425 


149,104 


Plant and equipment 


57,746 


47,105 


43,751 


55,960 


64,439 




645,433 


594,782 


527,701 


510,183 


494,041 


Oil and gas interests and leased assets 


16,855 


7,827 


17,085 


37,445 


54,326 


Trade investments 


103,664 


111,927 


132,298 


127,397 


121,290 


Net current assets 












(excluding net current borrowings) 


46,152 


59,884 


44,065 


55,283 


155,404 




812,104 


774,420 


721,149 


730,308 


825,061 


Deduct borrowings 


375,642 


284,611 


238,069 


231,721 


339,142 


Net assets 


436,462 


489,809 


483,080 


498,587 


485,919 



Financed by: 

Deferred stock 
Reserves 
Preferred stock 


141,311 

269,444 

3,344 


141,328 

334,441 

3,344 


141,492 

327,029 

3,344 


141,928 

335,952 

3,344 


142,146 

320,129 

3,344 


Shareholders’ funds 


414,099 


479,113 


471,865 


481,224 


465,619 


Minority interest 


9,417 


7,677 


7,356 


12,020 


11,368 


Insurance funds 


12,946 


3,019 


3,859 


5'343 


8,932 




436,462 


489,809 


483,080 


498,587 


485,919 


Debt/equity ratio (%) 


90-5. 


59-4 


50-5 


48-2 ■ 


72'8 



Source: P & O. 



Note; 1982 borrowings includes £80 million in respect of oil trading transactions spanning the year end, completed early 
in 1983. 
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Appendix 12 

( referred to in paragraph 3.11) 

The Peninsular and Oriental Steam Navigation Company: 
summary of statements of source and application of funds 
for year ending 31 December 



Source of funds 

Profit and depreciation 
Extraordinary items 
Associated companies 
Sale of fixed assets 
Increase in capital 
Loans received 


1978 

60,169 

(6,481) 

(3,091) 

38,827 

11 

141,281 


1979 

82,869 

52,332 

(14,284) 

62,593 

17 

57,168 


1980 

85,324 
(5,778) 
a, 629) 
58,304 
164 
57,885 


1981 

82,705 

(13,177) 

(4,722) 

41,989 

436 

53,344 


1982 

75,485 

(19,362) 

(10,109) 

68,073 

218 

98,543 


£’000 

Total 

386,552 

7,534 

(39,835) 

269,786 

846 

408,221 


Decrease/(increase) 
in working capital 
Sale of subsidiary 
Increase/(decrease) 
in insurance funds 
Other items 


7,831 

(2,657) 


20,886 

(37,563) 

(9,927) 

(3,238) 


14,800 

840 

(3,347) 


(10,020) 

1,484 

2,211 


(91,814) 

3,589 

8,836 


(58,317) 

(37,563) 

(4,014) 

1,805 




235,890 


210,853 


200,563 


154,250 


133,459 


935,015 


Application of funds 

Fixed assets expenditure 
Interest in leas^ assets 
Repayment of loans 
Tax paid 
Dividends paid 


129,976 

1,207 

93,805 

9,020 

9,326 


53,958 

4,573 

134,753 

7,498 

9,362 


76,461 

6,270 

95,793 

14,374 

10,013 


40,872 

6,857 

81,362 

13,389 

11,453 


96,990 

3,502 

68,841 

8,165 

14,321 


398,257 

22,409 

474,554 

52,446 

54,511 


Increase/(decrease) 
in liquid funds 


(7,480) 


709 


(2,348) 


317 


(58,360) 


(67,162) 



Source: P & O. 
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Appendix 13 

( referred to in paragraph 5.11) 

Trafalgar House PLC : pre-tax profits, return on 
shareholders’ funds, earnings per share for 
Trafalgar and P & O over the period 1973 to 1982 



/. Net pre-tax profit 










£ million 


Before extraordinary items 




After extraordinary items 




Trafalgar 


P&O 


Trafalgar 


P&O 


Excluding 


Including 




Excluding 


Including 




newspapers 


newspapers 




newspapers 


newspapers 




1973 18-8 


18-8 


34-2 


18-8 


18-8 


35'1 


1974 19-6 


19-6 


48-5 


19-6 


19-6 


47-8 


1975 22-2 


22-2 


22*7 


22-2 


22-2 


10*6 


1976 33-6 


33*6 


31*1 


33-7 


33-7 


37-7 


1977 46-6 


46*4 


42-7 


47-5 


47-3 


36-9 


1978 57-4 


60-6 


18-3 


56-2 


59-4 


16*1 


1979 42-4 


43*7 


38-8 


37*5 


38-8 


89*1 


1980 48-2 


49-1 


47-1 


49-0 


48-6 


35-3 


1981 51-0 


55-0 


41-0 


45-5 


49-1 


33-6 


1982 65-6 


65-6 


33-5 


65-5 


65-5 


12-9 


2. Pre-tax return on shareholders’ funds 


















per cent 






Before extra- 


After extra- 






ordinary items 


ordinary items 






Trafalgar 


P&O 


Trafalgar 


P&O 




1973 


23-4 


21-1 


23-4 


12-4 




1974 


23-3 


12-9 


23*3 


12-7 




1975 


33-6 


5-7 


33-6 


1-8 




1976 


42-8 


7-7 


42-8 


9-0 




1977 


39-0 


10*2 


39*6 


9-9 




1978 


41-0 


4-4 


40-2 


2*4 




1979 


27*6 


8-8. 


24-5 


20-3 




1980 


27*9 


9-9 


27*6 


8-7 




1981 


28-0 


8-6 


23-3 


5‘5 




1982 


28-1 


7-1 


28-0 


2-9 




3. Earnings per share before 


and after extraordinary items 














pence 






Before extra- 


After extra- 






ordinary items 


ordinary items 






Trafalgar 


P&O 


Trafalgar 


P&O 




1973 


7-2 


23*1 


7-2 


23-6 




1974 


7-5 


32-0 


7-5 


31-5 




1975 


7-5 


9-9 


7-5 


0-4 




1976 


9-5 


6-1 


9-5 


19-1 




1977 


12-4 


20*5 


12-7 


16-8 




1978 


16*1 


5-1 


15-6 


(4’6) 




1979 


11-4 


17-6 


9-4 


54’3 




1980 


12-7 


20-9 


12-5 


13*4 




1981 


20-4 


21-0 


18<0 


16'3 




1982 


20-6 


14-0 


20-3 


0-5 





Source: Trafalgar 



^TTrafalgar’a pre-tax profits after extraordinary items in 1979 and 1981 exclude credits in respect of provisions for deferred 



taxation no longer required: 



1979 

1981 



2. With the exception of the 1975 figures for P & O which are for the 
are for the financial year ended in the calendar years shown. 



£m 

9-6 

27-9 



15 month period ended 31 December all figures 
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Appendix 14 

( referred to in paragraphs 5.12 and 5.22) 

The Peninsular and Oriental Steam Navigation Company: 
comparison of profitabUity of cruise operations 
of P & O and Trafalgar 1973 to 1982 



1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 
1982§ 



10 year total 



Operating profit* 


Pre-tax profit 


capital emploved 


F & 0 
£m 


Trajalgar 

£m 


P&O 

£m 


Trafalgar 

£m 


P&O 

% 


Trafalgar 

X 

r 0 


2-0 


(1*2) 


1*2 


(2*6) 


n/a 


(L)t 


0-9 


(3*5) 


0*5 


(4*8) 


n/a 


(L) 


(6-5)1: 


— 


(5-8) 


(0*6) 


(L) 




4-1 


(2*0) 


3*6 


(2*6) 


10*7 


(L) 


6*3 


3*7 


5*5 


2*5 


19*7 


9*6 


10-0 


(2-0) 


9*7 


(3*1) 


40-3 


(L) 


9-5 


(3*9) 


9*6 


(4*7) 


30*1 


(L) 


8*4 


4*2 


8*4 


1*6 


29*7 


11*8 


5*7 


1*6 


6*0 


(1*5) 


22*0 


5*3 


2*0 


5*0 


2*1 


4*0 


6*4 


n/a 


42*4 


1*9 


40*8 


(H*8) 







Source: P & O. 



*SerL®tSabfe''“'"‘' depreciation but before charging interest payable 



t (L) means loss. 

t 15 month period includes two sets of refits (Nov 1974 and Nov 
m Australia/Far East no longer operated. 

8 Results distorted by Falkland campaign. 



1975). 1973 to 1975 include also 



passenger/cargo trades 



90 



Printed image digitised by the University of Southampton Library Digitisation Unit 



S 2 — 00 o\ o 



S o\ fs o 



?S ^ i.S 



r- ON 


NO 


•A On -H 


.— t 


<N CN 


W-) 


A A rs 


(S 


ON — 


0 




A 



0> 

<u 

<u 

CA 

'rt 

«( 

^ i 

\J- 

O 

»o ^ 

o 

lO 2 ^ 

■S |1 

P S c< 



w 

pH 



s §e 



•S ^ ^ On O 

^ 2 oo <N O 

t ^ r r** ^ ^ 

a, 





NO 

A 


A On ^ 
A A r4 


fS 






Tt- 


NO 


-T 


-T 







^ 3 

K‘? 



.•Si ? (jv ON h- I 
j; i rs — *0 Q 

S=-§^-- '®- 



<N I 



«a ^ 

"I 



•3 ?^OnP- 
p; i ,-H VN 






U 

s 3 

<u 

£ 

t-t 

a 

oc 



«i 

liN 

H 



§a“S§ 

4 s“ — 



S 5 

.3' 



a o\ OM- 
S m CN t~ 

eS^" 



t-* On 


NO 


A ON •-" 


•«>i 


0 Nf 


A 


A A rs 


CS 




rs 


rf 


r*- 



A ON 




rO ON ^ 


CM 


^ NO 




— < A 


ON ts 






l> 



o 

•a 

tt. 



!i! 

<w 

rJ Tp o« r-* 

/-*k I u-\ 



ISS 


IS 


00 ON -H 
Tf — 


11 1 


A 


1 NO^ 


1 00 


m 







& g fn 

■g’l^.noo 

'ij* ^ IN 

t S"' 

K Ck 



c OB 

S.<iii 

E-= 
8 ° 
■o g* 

dl .*5 



1 A A 


1 0 


A 0 0 


1 ^ 1 


r- 0 


00 


NO A •-> 


*Cl 


1 <N -H 


! m 




\ *N 1 



i2 

u 



c 

u 



u 

z 



Xi 

V) 

Xi c 

S'l *2 

s§§ 

■;: 0 .S 



g V'C 

g^g 

O O'C 



^ o o <^ 



u 

3 

*o 

.c 

u 

k« 

s 

00 



b« _ 

c 

« 3 



a « 

c 2 

'M 

t §’5 



^ CO 



O <0 

s 

eg Cd 

” SJ 

O-D 
u tP 
c 

Wg 

i2 6 

23 ' 

g* I® 
•“ u 
c •£ 
•2 c 

•T 3 



M 



£i ^ 

li s 1 ° 
i 



3 ^ 
g"§ 

!5 c 
S ^ 

Ok u 



o 

00 

(C 

•o 

u 



V U . Q ^ 

Ok u «n u Cl >3 

b ^ te O lx 



§^| 



*.. t£ o 
O .S2 
*“ — • cd 



ft> 



a 

u c 
x: 

iS'Ss 

Snti "O 

^ 6 H *a 

tc.a*r; ^ 

kj WJ 3 

,trt ^ ^ 

S ■“ § .s 

“o^ 2 
,ed }^ u 

S MS2 S 

^ O q « 

sBSO 

is q « ki 

2“ fc 
s 2 c 

5 e- o 

a 2 - 

•gOg I 

•g d'3 o 

|-=T, 



S? « £ 
£ 0 *r 
« V > 
■ 36 ^ 


to 

u 

0 

q 


2k -V 

■- 0 .^ 

2 “ ^ 


‘C u 
0,-g 


u 'a 

(j q t 


a,a|. 


ut: ^ 
0 0 
o/a 


•.2 2 s 

CiT] A O 4 



c/> r* 
<d q 

fli rr 



d> u 

o b 

c 

Td ^ 
J3dij 

•o 0, 



O u 

u> H 



gi5 

*2 fo 

2 “ 

cx*^ 

u 

u u . 
.q «fi pk] 

o 00 
a tj?; 

°o“ 

o g 2 

•G ° « 



o 



«.2q 

M ujW 

ea to 

5'B<^ __ 
U 6 a <S 
•“ o 

“<3s^ 
“IB 5 

•3 2 



u 



w ri 

Hoy 

o ^ 
H to cd 
tS fo cO 
.00 JO 

gs-o 

b o 

“P 

l:H cu 
£i w 
^ So 



?H 

<s 



0 

l-l 

3 

1 

•a 

q 



u 

to 

q 

c 

s 

3 

u 

bO 

•D 

3 

73 

c 

— j/5 

CO ^ 

b g 

X5 3 



s 



*^o 



O 

■c 

Oh 

*3 

>> 

c? ^ 

Oiiti 

wg. 

‘2g 

Ot 1 h 

•2 Oh 

^ o.** 

§ I o 
-So 
5 j<aon« 
5 a- 



J 

I-J -g 
U o 

°'S‘ 

£ wi 
^ « so 

0 -a -o 
o C.qs 
q 3 

il 

S‘S’5 
•2?0 
S^S 

3 OCi 

S'?; S g 

|S-§I. 

i2^ 3 a 

CQ CO Od 



*3 

*> 

P 



Oh 

"O 

3 

3 



5« 

fH 

^ “= 
•5 o 
O 'S 
,0 



o 

.0 u 

« g 

^Z: 

2 n' 

0 •— , 

.S O 

- 

C CO 
^ CA 

° c 

" i 

CO ij 

1 3 

o ‘-o' 
•a « 

2 O 

•C 
u O- 

5 g 
bo’s 
.S o 
H « 






t: so c 

's cS‘5 

° a o 

=5 i; 

« 1^0 

♦H 

o S' 

b JO o 

03 *2 

^ to 3 

S K 2 

rf\ 3 U 

x: c 

4> y •— 

■5 g 2 

Z p. 3 

.S g S 

fl S 
5 ti o 

s a «n 

o 

fH JG 

« -2 2 

M ^3 

C 'to Oh 

^ e-= 

•O *^3 



I I 



O 



*H O 

CO 

Is 

U 5 

■Sv 

c< 

®.a 

1/1 *D 



it 

J 3 g^ 
to 

O 3 

“I 

to O 
C « 
^ q 
o 3 
n - 



hC g 

HS 



'C 

>> 

c 

3 



.0 
o 0 
w 

.£ o 

O CO 

-« s 

0..H 



5 «s| 

S >l| 

4-t 0 3 5 

g .5 J3 
o «»-og 
Oh U U q 
5 JS o 3 

8 3 " 

2 .S 2.3 

o 

i3 B <J ^ 
8 JJ «J= 
p - a "S la 

“•oi -._-g 

S2 g °| 

cog a*“ 

2 e 

.0 3“ 2-0 

^.= -s'i-^5l 

C to q ? 'g . 0 

S 3 2 ^ §ijl3 

1.8^ 2 “ 82-g 
si« : Si «“S 
S?.S ■£ .S g o 0 = 

r c^rSi 



« >N 

u q 

U Cl!^ 
J3 >*' 
10 o> 



ca c 
J 3 o 



2 3 a 
- S g 

Pi 

^;|g 

•O rt u 

3 « 
O;^ q: 
>H*'= 





0 


0 


1 £2 1 


1 <'• 1 


<N 


IN 


h 1 



e' 2 s 






ti 
o 
H 
I 0 c 

eg — 

sow 

•a § 

S « 

ra «H 

— C 



50 o 

q «> 

^.s 

1 2 

•S o 

'-'0H 

? ‘- 

51 

S 

Si .« 



’1 « 

K 4) 

"S' 

a t- Si 

Hi t— g- 

a O g 

3 V ^ 

"s I 
gi? iL 

1 1 a 

gOg 

Zo-H 



fS 



00.3 V 

•— CO 1 

,rt CO X 

2 'i>- 

H 6 *d 

II 2 

to o B 

T 

CO *0 k 

O W 3 

2 * * 
.52 o 1 . 

•PS s 
-- S t 
§^' 
«i i 

‘S o- 
w> 1 
£1 
.§•=^2 
^ s > 

Q ^ t 

« O s 
£ki i 

s-l 

o o 
“ c ! 
0-2 • 

m '3 < 
»•; 
STi 
s “ * 
. 2 «! 

I »1 

2 ? 5 



hb 



91 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Appendix 16 

( referred to in paragraph 5.22) 



The Peninsular and Oriental Steam Navigation Company: 
Trafalgar’s potential gearing problem 

P & O provided in its original submission evidence to illustrate its views 
on the effect of a Trafalgar takeover of P & O on the balance sheets and 
gearing of the combined Group. It subsequently provided the following sum- 



On the assumption that Trafalgar acquires P & O on the basis of a very 
modest cash/debt element of 50p per £1 of P & O Deferred Stock in addition 
to Its original terms of 5 Trafalgar shares for every £4 of P & O Deferred 
Stock and, subsequent to the takeover, writes off £150 million in respect 
of P & O’s assets, the combined balance sheet, based on 1982 year end 
figures, would show gross borrowings (ie before deduction of cash balances) 
^uivalent to over 101 per cent of Trafalgar’s enlarged equity as set out 



Shareholders’ funds 
Minority interests 
Total debt 

Long term creditors and provisions 



Combined 
£ million 



461 

19 

468 

54 



Funds employed 



1,002 



Debt/equity ratio 



101% 




Source: P & O. 
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Appendix 17 

( referred to in paragraph 5.41 ) 

The Peninsular and Oriental Steam Navigation Company: 

P & O Ferries Channel Services — operating and running costs 



Set out below is an analysis of the total annual operating and running 
costs of P & O Ferries Channel Services based on forecasts for the year ending 
December 1983. 

Three ships operate on the Dover/Boulogne route providing an intensive 
1 hour 40 minutes crossing service throughout the year (subject to annual 
dry docking), each ship making eight crossings in each period of 24 hours. 
The ships, which are passenger/freight ferries, are each classified to carry 
approximately 1,000 passengers and do not have facilities for overnight 
accommodation, are as follows : 



Lion 


grt 

3,987 


NF Panther 


4,045 


NF Tiger 


4,045 



The Southampton/Le Havre service is operated by two passenger/freight 
ferries each providing one day and one night 7-hour to 8-hour crossing in 
each 24 hours period. The ships (Dragon 6,141 grt and Leopard 6,014 grt) 
are each classified to carry approximately 840 passengers and have sleeping 
accommodation in cabins for approximately 340 of that number. 



Total operating and running costs 
(1983 forecast) 





Doverj 


per cent 
Southampton! 




Boulogne 


Le Havre 


Fuel 


19 


20 


Port charges 


9 


6 


Terminals 


10 


11 


Manning 


46 


43 


Technical repairs 


and 




stores 


14 


18 


Insurance 


2 


2 




100 


100 



Source: P & O. 
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Appendix 18 

(referred to in paragraph 5.90) 

The Peninsular and Oriental Steam Navigation Company: loss of 
overseas earnings and effects on the balance of payments 



1. The following paragraphs summarise the information P & O gave us 
about how the estimated losses of overseas earnings and reduction in contribu- 
tion to the balance of payments shown in Table 5.4 for each of P & O’s 
main activities had been calculated.^ 

2. P & O told us that in the container trades P & O envisaged a very 
significant reduction in revenue as a result of loss of support from British 
shippers who could be expected to resent ‘the lack of choice arising out of 
a monolithic marketing organisation’ and also because the merger would prob- 
ably trigger further demands from certain national lines for shares of the 
trade more in line with their national status. P & O also envisaged other 
significant losses, as certain other national lines would also see the change 
as providing an opportunity to press for an increased share of the trades 
in which they were involved. Cross-trades would also be vulnerable and P & O 
envisaged further losses in these trades. The estimated loss on deep sea cargo, 
including bulk carriers was based mainly on what P & O saw as the probable 
loss of the Japanese and Australian bulk cargo contracts. The losses on cruis- 
ing were based on P & O’s assessment that savings on management and more 
particularly promotional costs (especially in the United States) and on 
manning costs (from flagging out P & O ships) would be more than offset 
by loss of revenue and market share. As regards ferries, P & O envisaged 
industrial disruption if Trafalgar retained P & O’s interests. However, P & O 
expected Trafalgar to dispose of the cross-Channel ferries and, possibly, 
P & O’s 50 per cent interest in North Sea Ferries and the estimated losses 
shown in the table are based on that expectation. The effect on the overseas 
earnings of P & O’s European Transport Services was more difficult to quan- 
tify and would depend on whether or not Trafalgar continued to use the 
United Kingdom flag ships presently operated as an integral part of both 
Ferrymasters and Pandoro. If it did not do so and the resulting freight were 
carried by foreign flag ships, the loss of overseas earnings would be in excess 
of £20 million. The reductions in Bovis’s overseas earnings . reflect P & O’s 
view that the reduction in the number of United Kingdom companies compet- 
ing for overseas contracts, Trafalgar’s close association with (and preference 
for) general contracting and the fact that Trafalgar and P & O would both 
be precluded from countries in which at any one time either was ‘unaccept- 
able’, would lead to the loss of a proportion of, and possibly all, Bovis’s 
current overseas earnings. The loss attributed to FALCO represents dividend 
income to the United Kingdom and reflects P & O’s view that the business 
would be sold. 



^ The table shows an estimated loss of overseas earnings and reduction of contribution to 
the balance of payments of between £131 million and £155 million. The difference stems from 
the fact that m P & O’s view losses on container shipping would be reduced from £43 million 
to £17 million if Ocean and British and Commonwealth exercised their pre-emptive rights in 
OCL, since loss of turnover on one particular trade would not in those circumstances arise. 
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Appendix 19(a) 
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Appendix 19(b) 

(referred to in paragraph 5.92) 

Trafalgar House PLC : employees — newspapers and publishing 



Year 


Morgan 

Grampian 


Evening 

Standard 


Other 

newspapers 


Total 


30.9.77 


1,885 


5,341 


7,226 


30.9.78 


1,068 


1,887 


5,319 


8,274 


30.9.79 


1,208 


1,890 


5,965 


9,063 


30.9.80 


1,186 


1,821 


6,319 


9,326 


30.9.81 


1,195 


1,802 


6,451 


9,448 



Source: Trafalgar. 
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The PeniiBular and Oriental Steam Navigation Company: employees by main activity 1973-1982 



February 1973 
UK shore staff 
UK sea staff 


Deep sea 
cargo 

705 

3,840 


Cruises! 

travel 

418 

3,455 


European 
Transport 
Agency Services 
Ferries 

5,684 

872 


Energy 

111 


Property 

50 


TCB 


Boris 


TQMS 

Anderson 

Hughes 

PCL(GHD) 

Bishopsgate 

3,566 


Central 

staff 

542 


Sub- 

total 

11,076 

8,167 


OCL 

1,986 


P &0 
share 

30-0 


Grand 

total 

11,672 

8,167 


Overseas sea staff 
Other overseas 

Total employed 
December 1978 


4,545 

3,391 

N/A 

7,936 


3,873 

3,090 

N/A 

6,963 


6.556 

N/A 

6.556 


111 

N/A 

ITT 


50 

N/A 

50" 


N/A 


N/A 


3,566 

N/A 

3,566 


542 

N/A 

542 


19,243 

6,481 

N/A 

25,724 


1,986 

1,777 

3,163 




19,839 

6,481 

N/A 

N/A 


UK shore staff 
UK sea staff 


420 

2,564 


607 

2,356 


5,724 

824 


286 


50 


40 


6,480 


441 


314 


14,362 

5,744 


3,550 


30-7 


15,452 

5,744 


Overseas sea staff 
Other overseas 


2,984 

1,191 


2,963 

1,618 

211 


6,548 

1.434 


286 

305 


50 


40 


6,480 

557 


441 

3,111 


314 


20,106 

2,809 

5,618 


3,550 

1,222 




21,196 

2,809 

5.993 


Total employed 
December 1979 


4,175 


4,792 


7,982 


591 


50 


40 


7,037 


3,552 


3 T 4 


28,533 


4,772 




29,998 


UK shore staff 
UK sea staff 


332 

1,857 


646 

2,32! 


5,911 

946 


156 


45 


400 


6,180 


2ie 


269 


13,805 

5,124 


3,691 


30-9 


14,946 

5,124 


Overseas sea staff 
Other overseas 


2,189 

879 


2,967 

1,430 

200 


6,857 

2,021 


156 

352 


45 


40 


6,180 

591 


226 

2,966 


269 


18,929 

2,309 

6,130 


3,691 

1,216 




20,070 

2,309 

6,506 


Total employed 


3,068 


4,597 


8,878 


508 


45 


40 


6,771 


3,192 


269 


27.368 


4,907 




28,884 


December 1980 
UK shore staff 
UK sea staff 


272 

1,749 


673 

2,184 


5,638 

1,126 


108 


49 


43 


5,992 


218 


249 


13,242 

5,059 


3,624 

492 


36-7 


14,572 

5,240 


Overseas sea staff 
Other overseas 


2,021 

806 


2.857 

1,529 

200 


6,764 

846 


108 

459 


49 


43 


5,992 

213 


218 

3,010 


249 


18,301 

2,335 

4,728 


4,116 

1,175 




19,812 

2,335 

5,159 

27,306 


Total employed 


2,827 


4,586 


7,610 


567 


49 


43 


6,205 


3,228 


249 


25,364 


5,291 




December 1981 
UK shore staff 
UK sea staff 


209 

1,591 


618 

2,133 


4,905 

990 


102 


50 


47 


5,265 


220 


232 


11,648 

4,714 


3,531 

604 


47-4 


13.322 
5,000 

18.322 
2,184 
6,667 

27,173 


Overseas sea staff 
Other overseas 


1,800 

763 


2,751 

1,421 

817 


5,895 

1,193 


102 

542 


SO 


47 


5,265 

219 


220 

[3,3581 


232 


16,362 

2,184 

6,129 


4.135 

1.136 




Total employed 


2,563 


4,989 


7,088 


644 


50 


47 


5,484 


3,578 


232 


24,675 


5,271 




December 1982 
UK shore staff 
UK sea staff 


149 

1,067 


630 

2,092 


4,649 

1,096 


72 


30 


48 


5,219 


223 


230 


11,250 

4,255 


3,446 

731 


47-4 


12,883 

4,601 


Overseas sea staff 
Other overseas 


1,216 

496 


2,722 

1,414 

921 


5,745 

1,060 


72 

540 


30 


48 


5,219 

319 


223 

[4,869] 


230 


15,505 

1,910 

7,709 


4,177 

1,079 




17,484 

1,910 

8,220 

27,614 


Total employed 
Source: P & 0. 


1,712 


5,057 


6,805 


612 


30 


48 


5,538 


5,092 


230 


25,124 


5,256 
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Appendix 21 

( referred to in paragraph 5.98) 

The Peninsular and Oriental Steam Navigation Company : 
summary of estimated job losses 

The following is a summary of the information P & O gave us about how 
the estimated job losses in each activity shown in Table 5.4 had been arrived 
at. 

The 200/100 job losses shown against OCL reflected P & O’s view that the 
losses would be reduced if Ocean and British Commonwealth exercised their 
pre-emptive rights.^ 

The 140 job losses on deep sea cargo and bulk carriers reflect P & O’s 
assessment of the likely effects on these trades (paragraphs 5.45 to 5.50). The 
losses on cruising (estimated at 1,351) reflected P & O’s view that it would 
be consistent with Trafalgar’s approach in the past and with its apparent 
commercial interests to concentrate general management and fleet manage- 
ment in New York, withdraw the Canberra and Oriana using the QE2 as 
a partial replacement, and sell the Sun Princess. If the remaining Princess 
ships including the Royal Princess were placed under Bahamian flag, as seemed 
likely with Cunard’s philosophy, a further 245 jobs for United Kingdom rat- 
ings would be lost in addition to the job losses shown in Table 5.4. The 
losses on ferries reflected P & O’s view that Trafalgar would sell or dismantle 
P & O’s Channcil ferries (700 jobs) ; that foreign operators would be the most 
likely beneficiaries ; and that in the event of Nedlloyd taking over the whole 
of the North Sea ferry operation approximately another 270 United Kingdom 
jobs would be lost. P & O assumed the 314 personnel employed on P & O’s 
Scottish ferries would continued to be required to run these services whether 
retained by Trafalgar or sold off. The losses shown for P & O Transport 
Services reflected P & O’s view that the loss of the major customer referred 
to in paragraph 5.64 would almost certainly lead to the closure of one of 
P & O’s road transport depots with the loss of 116 jobs. As regards employ- 
ment in its European transport operation as a whole P & O told us that it 
was at least possible that an erosion of 10 per cent of turnover with about 
300 job losses would follow the merger. P & O stated that it was difficult 
to quantify precisely the extent to which Bovis employment (totalling approxi- 
mately 2,100) would be lost as a result of the merger but, bearing in mind 
the differences between Trafalgar’s operations and those of Bovis, P O felt 
the proportion would be significant. 



^ See footnote (0 to Appendix 18. 
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